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PROBLEMS IN THE POULTRY INDUSTRY 


TUESDAY, MAY 14, 1957 


House or REPRESENTATIVES, 
Suzscommitree No. 6 on Foop Inpustrims or THE 
Sevect Commirrer To Conpucr a Srupy AND 
INVESTIGATION OF THE PROBLEMS OF SMALL BusInEss, 
Washington, D.C. 
The subcommittee met, pursuant to recess, at 9:35 a. m., in room 
429, Old House Office Building, Hon. Charles H. Brown (chairman 
of the subcommittee) presiding. 
Present: Representatives Brown (presiding), Roosevelt, Seely- 
Brown, McCulloch, and Sheehan. 
Also present: Mortyn K. Zietz, special counsel. 
Mr. Brown. The committee will be in order. 
The first witness this morning will be Mr. Oscar Straube. 
Mr. Straube, would you stand and raise your right hand, please ? 
Do you solemnly swear that the testimony you are about to give 
before this committee will be the truth, the whole truth, and nothing 
but the truth, so help you God ? 
Mr. Srravse. I do. 
Mr. Brown. Will you identify yourself for the committee, please? 


TESTIMONY OF OSCAR STRAUBE, PRESIDENT, PAY WAY FEED 
MILLS, INC., AND CHAIRMAN OF THE BOARD, AMERICAN FEED 
MANUFACTURERS ASSOCIATION 


Mr. Srrause. My name is Oscar Straube and my business, Pay 
Way Feed Mills, Inc., is located in Kansas City, Mo. I appear before 
you as president of my firm and as chairman of the board of the 
American Feed Manufacturers Association. The American Feed 
Manufacturers Association is the national organization of feed manu- 
facturers in the United States. Our members are responsible for 
about 75 percent of the Nation’s manufactured feed tonnage. 

Our association, and the manufacturers comprising it, are pleased 
to cooperate with this subcommittee in its study of the Nation’s 
poultry industry. 

Since we are vitally interested in maintaining a sound and pros- 
perous poultry industry operating in a free economy, at our 49th 
annual convention in Chicago May 1-3, attended by nearly 3,000 feed 
men, it was unanimously resolved to pledge full cooperation to the 
Food Industries Subcommittee of the Select Committee on Small Busi- 
ness of the House of Representatives on the occasion of these hear- 
ings. 

1 
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Because of warning signals and our intense desire to help the 
poultry industry, more than a year ago we spearheaded the organiza- 
tion of a poultry survey committee. This committee was cosponsored 
by four other national associations interested in poultry. Its pur- 
pose is to collect, correlate, and disseminate meaningful information 
on production and price trends to all segments of the poultry in- 
dustry. 

Our interest in the welfare of the poultry industry is further indi- 
cated by the fact that in 1956 over 60 percent of our industry’s feed 
tonnage volume was poultry feed. Table No. 1, which is attached, 
was compiled by the AFMA and shows the industry’s output by f eed 
type from 1948 to date. This historical résumé further tends to 
emphasize the importance of poultry to our industry. 

(Table No. 1 is as follows: J 


TarLeE 1.—Annuai output of manufactured feed by feed industry 





| 
Year Total Poultry Dairy Swine | Beef and 














Miscel- 

tonnage | sheep laneous 
oe a EE ars i ei a 30 

Thousands Percent Percent Percent | Percent Percent 
Og a Ge 25.5 59.0 25.6 | 8.2 | 3.0 | 4.2 
SRE pre 28. 5 61. 5 | 22.0 7.3 | 2.9 | 6.3 
aaa 29.1 62.0 | 21.0 8.0 | 3.6 | 5.4 
Oa td 32.8 i= : 19.0 9.0 | 5.0 6.0 
|S aaee 34.4 20.5 8.6 | 7.2 4.7 
DR scciscinnnaccunghteetiuae tel 33.7 16L ° 21.0 | 8.4 | 5.0 | 4.6 
ee eer ee rae 35.0 161.5 18. 4 10.2 | 5.3 | 4.6 
eR See eG 33.6 159.5 18.9 | 11.0 | 6.4 | 4.2 
Re eB 35.7 | 1 62.0 18.6 9.5 | 6.1 | 3.8 





| 
| 
| 


1 Of the total tonnage of poultry feed manufactured, the breakdown by type is as follows: 


Broiler Turkey All other 


Year | feed feed poultry 
| feeds 
| Percent Percent Percent 
a a eS ee | 26.7 | 9.5 | 63.8 
MOUS Saha Sor AS cis SS. Save he ces coceeaaeuet 28.0 8.0 | 64.0 
a ania me aa 27.5 8.5 64.0 
ee ee  hbennesat ata bee tet 28.8 | 8.4 | 62.8 
i ea eo pbenenababedionion 31.2 9,2 59.4 











Source: American Feed Manufacturers Association, Chicago 4, Ill. 


Mr. Srravee. The feed manufacturing industrv is recognized as the 
largest manufacturing industry in these United States exclusively 
serving agriculture. Manufacturers com prising this industry exceed 
6,000 firms, ranging in size from small so-called local mixers to large 
operators with nationwide distribution. In addition, some 30,000 
feed dealers, small businesses, if you please, also are an integr al part 
of the feed industry. Each of the thousands of firms occupies an im- 
portant niche in the overall industry picture. 

The feed manufactured by these firms increased from a 1948 ton- 
nage of 25.5 million to a 1956 record of 35.7 million tons. Much of this 
gain can be attributed to the rapid adaptation by feeders of extensive 
research in the fields of nutrition, genetics, management, and animal 
health. The net result has been more food and better food available 
at lower prices, for a rapidly increasing population, for a population 
which has demonstrated a growing deman d and need for meat, for 
milk, and for eggs. Much could be said about each of the industries we 
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serve. Much could oe said about turkeys, about eggs, but since time 
is limited, I shall confine my remarks to broilers. 

The commercial broiler story has been presented several times and 
in different ways. Yet we feel justified in emphasizing two pertinent 

oints. 

: 1. From the viewpoint of the consumer, the broiler industry has 
been an outstanding success. Today a dollar spent for food will buy 
only 72 percent as much food as a dollar would purchase in 1946. The 
same relationship applies to the red-meat dollar. However, a dollar 
spent for chicken meat today will buy 90 percent as much as it did in 
1946. Table No. 2 carries some information on that, and as any con- 
sumer knows, the broiler purchased today is a much improved prod- 
uct compared to that of 10 years ago. 

(Table No. 2 is as follows:) 


TarLe 2.—Retail prices for meats and chicken 





$1 spent each year 
would have pur- | Index of all 





Average chased— food prices 
Chicken ! retail price |__ | (1947-49=— 
of meat ? | 100) 4 
Chicken | Other 
meat 
Cents per Cents per 
pound pound Pounds | Pounds 
1940. 28.1 23.8 3.5 4.2 48 
1945_.- 43. 1 31.4 2.3 3.2 69 
1946__ . 48.7 39.7 2.1 2.5 79 
1947... 61.1 58.4 1.9 1.7 96 
1948 56. 7 65.6 1.8 1.5 104 
1949 53.8 59. 4 1.9 1.7 100 
1950... 50. 4 62.4 2.0 1.6 101 
1951... 52.7 69.1 1.9 1.4 113 
1052. ..- 52.9 68.0 1.9 1.5 115 
akties 53.0 63.8 1.9 1.6 112 
1954... i dee es 48.8 64.1 2.0 1.6 112 
bitin dae dione . pevoud 51.8 59.4 1.9 1.7 110 
ein adanrdanen ieilestets oa Be oe. | 46.5 2.1 oneal 110 








1 Prior to 1950, all chicken; since 1950 broilers and fryers. (Source: AMS, USDA.) 
? Beef, veal, lamb, mutton, pork; price weighted by consumption. (USDA statistics.) 
§ Bureau of Labor Statistics. 


Mr. Srrause. Chicken has been changed from a Sunday luxury to 
a readily available, reasonably priced everyday food item for all in- 
come groups. 

The broiler industry is having one of the fastest, if not the fastest 
growth records ever seen in agriculture. Geographically, several im- 
portant broiler areas have dev eloped from literally nothing at the close 
of World War II to their present leading position. Table 3 I think 
you gentlemen will find oad a very interesting table. 
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(Table 3 is as follows :) 


TarRLE 3.—Broiler production, United States and leading 10 States 


























[Millions] 
United | Dela- | Mary-| Vir- | North | Ala- | Missis-| Ar- Cali- 
States | ware | land | ginia ee Georgia; bama | sippi | kansas| Texas | fornia 
a 
|——_—|__—__|— sciich degen Siaicenalhagaentialien essai 
1006. ..-.-- 43 9.0 2.6 3.5 1.2 OG hi. wasn deset asad 1.8 2.0 1.8 
anno 143 27.0 10.0 12.0 4.4 aE wees 0.8 8.7 6.0 6.0 
1945....._- 366 72.9 39.9 27.0 17.9 29.5 5.1 2.4 17.5 13.9 27.6 
tater weeds 293 54.1 31.1 21.9 14.7 22. 4 4.6 1.8 16.5 12.5 17.9 
oe 310 53.6 34.5 23.6 16.2 28.7 4.8 3.4 15.6 10. 6 20.8 
1906.2... 371 53.0 38.3 26. 5 18.3 33.0 6.0 6.0 24.4 14.2 21.8 
a 513 71.6 48.3 38. 1 23.0 45.6 10.5 9.4 40.0 25.3 28. 6 
Denies 631 80.9 54.6 40.0 28.1 62.9 13.1 17.0 49.2 33.4 89.5 
ans Paed 789 85.7 60.6 46.0 32.6 88.7 16.6 23.5 69.8 50.4 47.7 
1952....... 861 65. 2 57.0 50. 6 43.4 112. 6 23. 5 30.7 72.6 61.0 48.2 
BS veeinsnnihi 7 68.4 62.1 58.7 50.7 121.6 28. 4 35. 7 74.1 65.3 48.7 
Beech antic 1,048 69. 8 58. 4 59.3 58.3 154. 5 47.7 40.3 78.5 71.8 50. 2 
Disc nnce 1,078 69.8 58. 4 55.2 72.9 177.6 57.8 37.5 76.9 79.7 48.5 
1058..0w cus 11,204 85.7 67.0 61. 2 04.1 222. 8 82.1 52.8 99. 3 99.9 52. 4 
1 Estimated. 


Source: USDA statistics. 


Mr. Srravse. And, parenthetically, many of these new areas are 
those which students of our present agricultural economy recognize as 
having needed new sources of income and opportunity. The growth in 
broiler production has, of course: been accompanied by the growth of 
many directly supporting businesses in these areas—such as suppliers 
of feed and equipment, processors and truckers. In addition, many 
other businesses, such as local retailers, bankers, et cetera, have bene- 
fited from the new income created by this new industry. 

It might seem odd to some that the operations of an industry with 
such a record of progress should be a matter of concern. However, I 
think there are probably three main reasons for this: First, the rapid 
and unprecedented advance of broiler growing; second, broiler prices 
to farmers in 1956 reached low levels; and third, an organizational 
setup has developed in the broiler industry which is somewhat unusual 
in agriculture. I should like to discuss the latter two briefly. 

Without question, 1956 was a year in which the unbalanced supply 
and demand for broilers resulted in prices which were disappointing 
for much of the industry. However, such situations are not unusual 
in agriculture, and in a free economy have generally been followed by 
good years. Egg producers: beef and hog producers—all have experi- 
enced depressed years in the past and probably will again in the future. 
Of course, one of the current national problems is the fact that income 
to all of agriculture is depressed relative to other industries. 

I am not trying to justify low broiler prices on the basis that such 
situations happen to others. Rather, I am making the point that a 
system of free producers and free consumers does not guarantee that 
supply and demand will always result in prices satisfactory to all 
groups. Probably all groups are never completely satisfied. We be- 
lieve consumers were fairly happy with the prices they paid for broil- 
ers last year. 

Orderly adjustment of supplies to the market demand, at prices 
which will make a reasonable return to all, is a goal of all industries. 
Everyone in the broiler industry is interested also in such a goal. Not 
many years ago, the broiler industry had rather sharp swings from 
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high to low production in response to—and thereby also causing— 
swings in prices. The industry seems to be on a more stable basis now 
and does not experience such violent short-run fluctuations: but it ap- 
parently still is responsive. The relatively modest production increase 
in 1955 resulted in highly favorable prices; however, this set off rapid 
expansion in 1956. In the second and third quarters of 1956, broiler 
placements increased 18 to 19 percent over the year earlier. When 
these birds started coming to market, prices declined sharply. In the 
fourth quarter of 1956 and the first quarter of 1957 expansion was at 
a level only 7 to 8 percent above a year earlier. During the last 2 
months placements were only 2 percent above a year earlier. So, an 
adjustment in production is taking place. Following natural laws, 
orices too have responded mater ial y and are several cents per pound 
proher than they were last winter. 

Before leaving the issue of prices, I would like to mention one other 
fact. As has been reported by others, technological improvements in 
production and marketing have dr astically lowered costs in the indus- 
try. This has occurred to such an extent that producer prices equal 
to those of a few years ago would now be considered unreasonably 
high. Whereas a price of 25-26 cents per pound would have made 
many poultry raisers happy a few years ago, under today’s conditions 
these same efficient operators can make a profit at substantially lower 
prices. Prices are not the point, but ratliet returns over costs to an 
operating unit are the issue. America has always respected an in- 
dustry which can lower its costs and prices. The broiler industry 
has accomplished this. However, just as in every other imdustry, 
when changes occur, those who can adjust the quickest reap the benefit. 
Those who do not adjust, get left behind. And when improvements 
come as rapidly as they have in this industry, those who do not keep 
up find themselves left far behind very quickly. In all situations, 
the relatively inefficient and high-cost operators are gradually forced 
to either adjust or find themselves out of business. Though some 
suffer in such a process, this is the way a competitive industry prog- 
resses in a free economy. 

Now, as to the other reason for interest and concern—the organiza- 
tional setup of a portion of the industry. Many refer to the system 
which has developed as “integration.” Fundamentally, integration 
is an organizing together of many different phases of an industry 
under coordinated direction. In other industries, this has often been 
done through outright ownership; in the broiler industry it is being 
put into practice by ownership and also through mutual contractual 
arrangements, between two or more segments of the industry. 

As such a system of coordinated effort and direction, integration 
is not new or unique in American business. The uniqueness of the 
broiler integration is that it has gone further in uniting the many 
steps between production and consumption than other agricultural 
efforts. And what is probably more dramatic, it has been done at 
such speed—practically since the end of World War II. 

One of the most important benefits of integration has been removing 
the market risk from the grower, where it had remained for many 
years. When the birds were sold, everyone got his money, and the 
grower took what was left, if anything. Sometimes he suffered a 
loss, but many times he made a handsome profit. Growers did not 
like this feast or famine way of living. Therefore, they have been 
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attracted to various integrated and contractual plans. This has in no 
way impaired the growers’ freedom. ‘The grower is bound, of course, 
to sell and handle a given lot of poultry in a certain way. However, 
he has innumerable choices or, if he wishes, he may return to the 
independent way of operating. Competition is very keen for the 
business of the good grower. Every processor, feed manufacturer, 
and operator is trying “to find ways and means to get the good grower 
into his organization. That is why one finds so many different. in- 
centive plans and benefits offered to growers. 

Others have emphasized the role financing has played in the de- 
velopment of the broiler industry. This is important. Broiler pro- 
duction requires much short-term capital. Studies show that 60-68 
percent of total production costs are feed expenses, 14-19 percent chick 
expense, and 3-6 percent litter and other supply expenses. Such 
capital has to be obtained from some source. Growers might provide 
it; banks and other lending agencies might; suppliers might. The 
fact is that suppliers have furnished much of the necessary capital. 
One positive result of this, at least, has been an agricultural industry 
in which capital has been made available swiftly in ample amounts. 
This seems to be a somewhat unique situation in agriculture where 
capital availability has often been a major problem. 

There are two other important factors besides financing which are 
often overlooked. One of these is the fact a grower needs a high level 
of technical knowledge and management knowhow. And, what is 
probably still more important, he needs a Ww ay to keep up "with the 
rapid changes in technology. Here again the grower might furnish 
these himself or hire them done for him. In essence, this technological 
knowledge and management skill has been supplied by the feed- 
manufacturing industry. In most of the new areas, experience and 
know-how were not present when the industry started. Many other 
agricultural groups look with envy at the unparalleled speed with 
which technical know ledge has been and is being translated into 
action in the production and marketing activities of the industry. 

n conclusion, let me say that we, as feed manufacturers, have been 
keenly aware of the problems which are accompanying progress in 
the poultry industry. 

As a matter of historical record, America has achieved its greatness 
through characteristic ingenuity of its people who consistently have 
resolved mutual problems under a system of free markets. The most 
tragic thing which could happen in the progressive poultry industry 
would be legislated regulations and controls. In such an atmosphere, 
we would be inviting the hopeless situation of increased surpluses, per- 
manently reduced price levels, and other abnormalities which today 
are associated with such commodities as wheat .corn, cotton, et cetera. 

A great majority of our members strongly feel the action of a free 
market, devoid of governmental intervention, in normal course will 
restore a satisfactory economic balance in the poultry industry. The 
efficient producer, be he independent or integrated, then will continue 
to prosper, while the inefficient marginal producer will gradually find 
greater opportunity for his labor in other pursuits. This has been 
the normal process in the American system and it is a proven formula 
which, in the long run, will assure the prosperity and permanence of 
the poultry industry. 





Ce pee Oe 
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Mr. Brown. Mr. Straube, thank you very much and, on behalf of 
the committee, I want to express our genuine appreciation for the 
cooperation that the American Feed Manufacturers Association has 
demonstrated all through this study. 

Mr, Srravee. Thank you very much. 

Mr. Brown. We really appreciate your help. 

Now taking last things first, the conclusion reached on page 8 of 
your statement—let me say that one thing that concerns this committee 
and one thing that has prompted this study is the Department of 
Agriculture’s contention that the resiliency in the industry has been 
affected in recent years, that it does not bounce back as rapidly as in 
past years and that the hoped for adjustment may not be a well 
founded one, With that in mind, I would like to start with your 
remarks on page 5, in which you say that an adjustment in production 
is taking place and, following natural laws, prices have responded 
materially and are several cents per pound higher than they were last 
winter. Is that not, in fact, a seasonal adjustment that has occurred 
every year? 

Mr. Srravse. Well, I don’t know that it is necessarily a seasonal 
adjustment. While there have been some seasonal factors in the 
broiler-producing business, it seems to me that with the increased 
production situation that prevails today those seasonal fluctuations are 
getting pretty well ironed out. 

Mr. Brown. May I direct your attention to the report of the United 
States Department of Agriculture for March 18, the Poultry and Egg 
Situation, which also includes some figures that you, in turn, sub- 
mitted to the committee in your charts, in which it shows that broiler 
prices in January 1957 were 2 cents per pound lower than January 
1956, and were 9.6 cents per pound lower than January 1956 to 1950 
average. 

Mr. Strravse. Yes, sir. 

Mr. Brown. Also, February prices were 2 cents per pound lower 
than February prices in 1956. So, while an adjustment in production 
is taking place, it is not rebounding to previous levels, even the levels 
of previous years; is that correct? 

Mr. Srravse. I think that is correct; and, with the increased effi- 
ciency of production, I don’t think that we will see these higher prices 
in broilers that we have seen in preceding years. 

Mr. Brown. Do you feel that the increased efficiency in the last 12 
months in production justifies a 2 cents per pound differential between 
the price in January of last year and this year? 

Mr. Srrause. I would say that it would do that. I think that the 
added supply has resulted in that. 

You will recall my statement there that prices have rebounded from 
last winter, which meant the November-December lower prices to 
which I was referring and not a comparison with the preceding year. 

Mr. Brown. The only point that the Chair has in bringing out this 
is that that resiliency, the bounce back from late in the year to the 
first of each year is a seasonal matter and has occurred every year in 
the history of the industry. 

Mr. Srravuse. I couldn’t say about that, sir. 

Mr. Brown. Now let me read a statement to you, sir, that was for- 
warded by a gentleman I referred to earlier in the hearing—Mr. 
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W. P. Scott, of National Remedy Products Co., of Springfield, Mo.— 
in which he says, 

In the earlier days of this industry, feed was sold. The quality of the feed 
product, the service rendered and the prices involved were considered by the 
grower. Good growers, those who produced high-quality birds, were prized and 
favored because their operations were such that they could pay their feed and 
all other bills. 

Sure they were financed by the large companies and many, many small com- 
panies that have now fallen by the wayside, but the loss, if any, was the grow- 
ers and the gain, if any, was also the growers. If the bird brought 15 cents per 
head over production costs, the grower could back that amount in his name; if 
they brought less than the cost of production, the grower was indebted or had 
to dig up the difference. This made a difference to all involved. The bad 
grower who consistently lost money, we had him out by pure economic proc- 
esses. Under our present unhealthy system, this bad grower today continually 
adds to the difficulty by flooding the markets with something less than choice 
birds and adds to the woes of the entire industry. 

The process has gradually brought discouragement and careless production 
methods to hundreds of formerly efficient producers. The incentive has van- 
ished. With that goes hope and eventually pride. 

Would you care to comment on that statement, Mr. Straube? 

Mr. Srravse. I would say that the incentive for a good broiler 
grower to produce has not vanished, that he still has an opportunity, 
under most of the plans, to benefit by some type of incentive program 
and, as was mentioned in my statement here, there is keen competi- 
tion for the good grower and the good grower today has an oppor- 
tunity to do a job and it is my thought that the great increase in the 
broiler business is not so much attributed to the fact that a poor 
grower has continued to remain in business as it is to the fact that 
new growers are being attracted to the business because of the profit 
that they have made in the past years. That, perhaps, is one of the 
reasons for the retarding of the rapid rate of increase in the industry. 

Mr. Brown. Mr. Straube, in this contractual growing setup to 
which you referred in the statement and which we have heard con- 
siderable evidence on during the hearing, would you say that while 
the incentive is there to get above a basic floor minimum that has 
been established that more growers are getting above the minimum 
today than there were growers, say, 3 or 4 years ago? 

Mr. Srravse. Well, I am afraid that I w ould not be able to answer 
that question, sir. As you know, I am not in the broiler business and 
I am not in the large broiler area. I don’t oe ate in one. So just 
exactly what the answer to that would be, I am afraid I couldn’t 
say. 

Mr. Brown. Moving on into the feed end of the thing, you repre- 
sent the big feed producers and small feed producers in the Am2rican 
Feed Manufacturers Association. 

Mr. Srraveer. Yes: I do that. 

Mr. Brown. You have mentioned in your statement that credit is 
a big factor in this industry. 

Mr. Srravuse. Yes, sir. 

Mr. Brown. Is it a bigger factor today than it was 3 or 4 years 
ago, in your opinion ? 

Mr. Srravse. Yes; I think it is because the industry is larger, 
primarily. 

Mr. Brown. Can a man go into the broiler growing business today 
just by building a house, a poultry house, and have no additional 
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capital? Can he just start growing birds? Will somebody make 
him a deal where he can produce birds if he has the house? 

Mr. Srravee. If he has the house clear and set up to go, I think 
he can find someone who will finance him; yes, sir. 

Mr. Brown. Do you think that there are more feed manufacturers, 
either themselves or through their dealers, growing broilers today 
than there were 3 or 4 years ago ? 

Mr. Strauss. I would think so; yes, sir. 

Mr. Brown. Do you think that that has been a contributing factor 
to this market depressing overproduction ? : 

Mr. Srravex. Well, I think it probably has helped to increase their 

roduction to a certain extent, and anything which has helped to 
increase production probably had some effect on the market situation. 

Mr. Brown. Has it been a highly competitive race for volume, in 
your opinion ? : vd 

Mr. Srravse. I don’t feel that there has been a highly competitive 
race for volume, as some people seem to feel, and the reason I feel 
that way is because while broiler feeds are important and an im- 
portant part of the feed industry, still the feed industry has so many 
other kinds and types of feed that if the broiler industry tonnage 
happened to be down, even as much as 10 percent, it would not ma- 
terially affect their overall picture of operations. 

Mr. Brown. Mr. Straube, while we are talking primarily about 
broilers here at this peint and all during the hearings, the reason is, 
the Chair would like to point out for the record, is that the broiler 
pattern seems to be the pattern that the turkeys and eggs might fol- 
low and there are indications, are there not, that the broiler pattern 
might be followed by those other segments of the industry ’ 

Mr. Srrause. Yes; it is possible that they might follow along. 

Mr. Brown. You have mentioned that while the broiler-feed pro- 
duction is about 10 percent of a feed company’s volume, in your 
statement you mentioned, did you not, that about 60 percent of the 
total feed produced in the country is for poultry ? 

Mr. Srravse. I don’t believe, I made the statement that broiler 
feed was 10 percent of the feed company’s volume. I believe the 
statement I made was that if there were a decline of 10 percent in 
the broiler volume—— 

Mr. Brown. Excuse me, maybe I misunderstood. 

Mr. Srravuse. I believe that was the statement. 

Mr. Brown. But poultry feed is a major part of the company’s 
production ? 

Mr. Srravuse. Yes, sir. 

Mr. Brown. Would you say that poultry feeds are more profitable 
than some of the other feeds, such as livestock feeds and so forth? 

Mr. Srravse. Oh, on an average I would say not necessarily so. 
There are some types of feeds, of course, like low-cost dairy feeds, 
which sell probably for a little less profit than poultry feed, but I 
don’t think that—I couldn’t say just exactly how these feed manu- 
facturers figure, but an item of tonnage volume like dairy feed is 
sometimes considered a low profit item. — 

Mr. Brown. Do you think there is more credit extended on poult 
feeds than on the other types of feeds; that is, more different: indi- 
viduals getting credit that covers more of their total costs of pro- 
duction on poultry feeds? 
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Mr. Srravse. On broiler feeds, there are, yes; but I do not know 
or I would not say that about other portions of the poultry feed 
business at the present time. 

Mr. Brown. You feel that one of the reasons for that is that it 
is such a quick turnover proposition ? 

Mr. Strauss. I think so; yes, sir. 

Mr. Brown. You have mentioned that there are problems, that 
in this last 18 months the poultry price situation is not adjusted or has 
not adjusted as rapidly as some of you had hoped and you have had 
meetings about it. You have mentioned the contributing factors of 
feed mills and dealers growing birds and the credit that is extended in 
the industry. Have you, as an association, tried to correct those 
problems. 

Mr. Strauss. Well, the Feed Manufacturers Association in 1953 set 
up some ideas about handling credits and we issued a statement relat- 
ing to suggested feed credit practices and policies and it was hoped 
that the industry would follow those suggestions. However, because 
of limiting law situations, we could do nothing but suggest and, there- 
fore, everyone felt inclined to operate as he chose under those circum- 
stances. 

Mr. Brown. So the net result was that the practices continued and 
expanded in 1954 and 1955 and 1956; is that correct ? 

Mr. Srravse. Yes, I think that is correct. 

Mr. Brown. Now at your recent meetings in Chicago of the AFMA, 
did you take another look at industry credit? 

Mr. Strravse. Yes, we did. 

Mr. Brown. The recommendations that you made: It was reported 
to the committee that the AFMA committee on industry credit 
unanimously agreed that the contract feeding by feed manufacturers 
is not a credit matter and therefore is not covered by any recommenda- 
tions. Is that true, sir? 

Mr. Stravse. I think so, yes. 

Mr. Brown. In any other committee meetings that you held, did you 
get into the matter of contract feeding and its effect on the market? 

Mr. Strravser. No, I wouldn’t say that we got into contract feeding 
and the effect of contract feeding on the market. We discussed, natur- 
ally, all kinds and types of arrangements that have entered into our 
extension of credit and all phases of the industry: and that committee 
which met in Chicago on credit did not meet for the sole purpose of 
discussing the broiler situation. 

Mr. Brown. After the meeting, did you feel that you had taken 
any great steps toward correcting the credit problem ? 

Mr. Srravupe. No. The reason that no greater steps were taken, 
we decided that it probably would be well for us to wait for this 
hearing and then we would be able to approach this thing in a more 
enliehtened manner. . 

Mr. Brown. We appreciate that, Mr. Straube. That is the purpose 
of this committee, really, to help the industry solve its own problems. 

You have been fighting this thing since 1953—the credit matter, and 
the growing of birds by feed manufacturers; in other words, people 
engaging in a segment of industry that is abnormal to their historical 
functions—not fighting it, but at least you have been studying it 
and its effect, have you not? 
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Mr. Srraver. I should think we have been studying it longer than 
that. 

Mr. Brown. The net result to the outsider of these studies and the 
actions that have been taken is that 1956 was the worst depression 
since the 1930’s in the poultry industry. Do you feel that you are 
getting anywhere, that you are accomplishing anything? 

Mr. Srravpe. Well, I think we are very much like the witnesses 
who have appeared before this group. We have been looking for 
answers and we really don’t have an answer to that, sir, and we hope 
your committee can help us. 

Mr. Brown. As it stands, it is the feeling of the American Feed 
Manufacturers Association that the hope is ‘that the normal process 
in the American system will straighten it out; is that correct, sir? 

Mr. Srrause. We are confident that it will, sir. 

Mr. Brown. And yet we have had testimony which indicates that 
as one feed manufacturer cuts down his credit or his growing opera- 
tions, or as one processor cuts back slightly to adjust supply to de- 
mand, there is always somebody else coming in with even bigger 
amounts of money and growing more birds. Do you think that the 
hope is really a tangible one? 

Mr. Strauss. I do think the hope is a tangible hope. I think if 
you can examine your increases, that the increases are coming from 
your new areas. 

Mr. Brown. But the total overall effect is one of increased produc- 
tion, is that not true? 

Mr. Srravse. Yes, sir, but it is mostly new production, I believe, 
and not so much increases in the old producing areas. I think that 
was demonstrated in the conversation about the Belmar, Va., area 
having remained fairly static in recent years. 

Mr. Brown. Here we are with a situation where most of the wit- 
nesses agree that it is overproduction that has depressed the market 
and the new areas coming into the field and even if the old areas adjust 
a little bit, the net result is going to be more production. While we 
have more babies being born every year to eat the friend chicken, it 
just seems as if the supply and demand situation is going to be out of 
kilter for some time, does it not? 

Mr. Srravuse. Well, in 1955, we had a good year in broilers, even 
though there was an increase in the raising of broilers over 1954. It 
seems to me that the great difficulty in 1956 was the fact that this rate 
of | increase Was so I‘ apid and with the present slowing down, with only 

2 percent increase in the past couple of months, as the statement 
iniebaed: I believe that our economy will absorb that and even a 
larger increase. 

Mr. Brown. I don’t want to belabor the point, Mr. Straube, but in 
the interest now of a really objective study on this thing, while the 

2 percent increase or cut-back, or whatever it is—— 

Mr. Strravuse. Increase. 

Mr. Brown. Increase. That is comparing late year production 
with January and February production. If you compare January 
and February production with 1956 production at that same time, the 
production is, apparently, of sufficient increase that the price is still 
below what it was in those months of last year 
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Mr. Srravuse. Sir, I believe that that 2 percent increase is 2 percent 
over the like period of last year. 

Mr. Brown. Would that additional 2 percent account of a 2-cent 
drop in prices? 

Mr. Srravee. No, I don’t know that it would. It is the fact that 
we have had this accumulation, a fact which I feel has held the prices 
down and the prices are improved. Now J don’t know just what 
the price was in March of last year or April of last year as compared 
to now. 

Mr. Brown. We can get that, but I give you the figures for January 
and February, which indicates that prices are lower this year than last 
year at this time. 

Mr. Srravuse. Yes, they are. 

Mr. Brown. It could be that the natural marketing of them, that 
maybe they are not at a natural price if production is just 2 percent 
over last year at this time. 

Mr. Srravuse. Well, you see, this 2 percent production, sir, is soime 
thing that has just developed within the last couple of months and I 
doubt that it has had an opportunity to show its full influence on the 
market. 

Mr. Brown. Mr. Sheehan ? 

Mr. Sureenan. Mr. Straube, I noted in your statement that you say 
60 percent of your industry volume is in poultry feeds today. 

Mr. Srravuse. Yes, sir. 

Mr. SuHeenan. What was it in 1946, roughly ? 

Mr. Srrause. Approximately the same, Mr. Sheehan. I would say 
approximately the same. You see, there is a very interesting situa- 
tion that is developing in the feed industry and that is the increased ef- 
ficiency of our rations. In the year 1945, 14 pounds of feed was re- 
quired to produce a 3-pound broiler; in 1957 the same 3-pound broiler 
was produced on 8.3 pounds of feed. Now based on a prognostication 
of 1,400 million birds to be produced in 1957, that would show a saving 
of 3,990,000 tons of feed—almost 4 million pounds of feed on producing 
a like number of birds. 

Now this figure is from the College Feed Survey Committee report. 

Mr. Sueenan. Of course, the thing that surprises me as an amateur 
in this poultry game, is the impresison I received from previous testi- 
mony in the last couple of days that there has been a tremendous 
increase in broiler production from 1949 to 1956. 

Mr. Strauss. Yes. 

Mr. SuHeenan. Then the only other conclusion is that you must also 
have increased in feed tonnage between those years. 

Mr. Srrause. Yes, we have also had an increase in feed tonnage, but 
there hasn’t been such a terrific change in the percentage. 

Mr. SuHeenan. I see. In other words, your percentage has stayed 
the same ? 

Mr. Srravse. I think our percentage, as I recall, is very much the 
same. We figured our percentage at 60 percent poultry feed for quite 
awhile. 

Mr. SuHeenan. I must add that you gentlemen in the feed business 
apparently have done a good job in helping the price situation be- 
cause also in your statement you state—and I think there are very few 
industries in America which can brag about the fact—that the 1957 
dollar will buy approximately 90 percent of what it did in 1946—— 
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Mr. Srravuse. Yes, sir. t 

Mr, SHEEHAN. So between all of the segments of the poultry indus- 
try they have either mechanized or modernized in such a way as to 
certainly bring on an eflicient production, is that not true ? 

Mr. Srravse. Yes, that is very true. 

Mr. Sueruan. In order to get some materia] into the record with 
reference to this credit line in the poultry industry, I would like to 
ask you some questions. What are your usual credit terms in the feed 
industry # 

Mr. Stravse. The usual credit terms in the feed industry, to dealers, 
is the thing in which I am interested because I don’t know anything 
but dealer business, and that is cash on receipt of invoice, some ac- 
counts on a 30-day basis. 

Mr. SHekHan. What determines the difference between the 30 days’ 
basis and a cash on account ? 

Mr. Srravuse. That is determined by the amount of money the man 
has and his particular area and his ability to pay. We like to try 
to keep him on a cash on receipt of invoice but we are not able to do 
so at all times. 

Mr. Suernan. Then you are operating like any other business. You 
are giving 30 days’ terms to those whose credit can be carried ? 

Mr. Srrause. Yes; that is right. 

Mr. Brown. Will the gentleman yield at this point? 

Do you believe that those terms are typical of the credit being ex- 
tended on broiler feed ? 

Mr. Srravse. No, they are not typical of credit being extended. 

Mr. SuHeenan. Mr. Brown, I was getting to that. 

Mr. Brown. Excuse me; I am sorry. 

Mr. SueenHan. The thing I want to bring out first of all is that the 
ordinary purchaser of feed can get 30 days’ credit, assuming he has 
sufficient financial standing? 

Mr. Srravse. Yes. 

Mr. SHeeHAn. Now does that same term apply in both the poultry 
end of it and also the regular farming end of it, say for the cattle 
feed and so forth? 

Mr. Srravuse. Yes,sir. In our business our dealers handle all types 
of all kinds of feed and the same terms apply. 

Mr. SueeHan. Now the next point I want to get at is that apparently 
the people who buy poultry feed are in an entirely different position 
than the people who buy cattle feed because the poultry crop matures 
four times a year, as I understand it. Is that not right? 

Mr. Srrause. Well, there is a little correlation there because many 
of the cattle feeders put cattle in the lot and feed 90 to 120 days, so 
that is the short-term credit, and we also have cattle feeding contracts. 

Mr. Sueenan. It seems to me that in this situation the financially 
stable grower who is able to get or purchase feeds on a 30-day basis, 
if his crop matures 4 times a year, needs credit 4 times a year. This 
would be 90 days for each crop rotation, so to speak, but apparently 
the baby chicks don’t eat as much as the mature broilers would eat, is 
that not right? What I am trying to find out is at what period of 
the 90 days the grower needs the most feed and, naturally, the most 
credit. 
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Mr. Srrause. Yes. Well, the grower needs the most feed at the 
end of the growing period and the ; growing period is less than 90 days. 
The growing period at the present time 1s probably between 60 and 
70 days, depending on what the man is trying to do, at what price he is 
trying to market his birds. 

‘Mr. SueeHan. That is going to make the situation even better. 
Would you say, from your experience, 60 to 75 days—say a 70-day 
period is the growing period ? 

Mr. Srravuse. Well, 60 to 70 days anyway, because a good many 
people will market at 9 weeks. 

Mr. SHeenan. Let’s say 65 days. You see what I am trying to get 
at, don’t you? I am trying to find out just how longa period ‘of time 
the grower needs the most credit to grow his crop of chickens. 

Mr. Brown. Would the gentleman yield? 

To add clarity to that point, I feel that if we read a statement from 
the report of the credit committee of the American Feed Manufac- 
turers, it would be pertinent at this point. 

At the meeting in Chicago, some consideration was given to the possibility of 
shortening the time on credit from 60 to 45 days for continuous broiler oper- 
ators. Although the committee agreed that 45 days was sufficient time for con- 
tinuous operators, it was the feeling of the committee that probably very few 
manufacturers would voluntarily follow the recommendation. So in view of this 
it seemed practical to leave the 60-day limit unchanged. 

Is that what the gentleman was driving at? 

Mr. Sueenan. Yes. In other words, I am trying to find out just 
what the period of time is that they need the credit. For some, 
apparently, it is a total of 60 days and yet the whole 60 days, as 
brought out by your answer to my previous question, is not where the 
peak period is reached because you say they need most of the feed 
toward the end of the time; is that right / 

Mr. Srravse. Yes. 

Mr. Sueenan. Therefore, it would seem to me in the conclusion I 
am trying to get into the record, Mr. Chairman, that if it is a total of 
60 days s and taking into consideration the fact that most of the feed, 
meaning the credit, is needed toward the end of the time, it would 
seem, therefore, that the phe pecs | provisions of permitting “approxi- 
mately 30 days’ cre all know in business 30 days’ credit is 
not 30 days’ credit ; you are supposed to pay in 30 days, but by the time 
the check gets to you at the end of the month and the statement and 
sO forth—is probably closer to 35 or 40 days. Therefore, it would seem 
to me that the industry as such, under its regular terms and its regular 
credit application, has not gone ove erboard in extending too much 
credit to this industry but is comparable to the credit extended in 
other industries. Is that a fair statement or not? 

Mr. Srravse. I think that is a reasonably fair statement, yes, sir. 

Mr. Surenan. Do you want to add anything to that ? 

Mr. Srravee. No, I don’t know that Iw ould, sir. 

Mr. Brown. Could I interject a question at this point? If that is 
not an unreasonable credit setup, why has the American Feed Manu- 
facturers studied it so religiously and tried to make corrections in 
the procedure, Mr. Straube? 

Mr. Strauss. Well, the reason is that, like all credit terms, when 
they stand on a certain basis, it is very hard to reduce the time ele- 
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ment. The time required to produce a broiler used to be 13 weeks. 
Well, that took 90 days’ credit. 

Now it is done in 8 or 9 weeks, so trying to break that credit from 
that period down to where it belongs under today’s conditions is 
something that requires a little while. 

Mr. Brown. In other fields of production, such as beef cattle, is it 
the general practice in the feed industry to extend a man credit or to 
consign him the feed for the duration of the fattening of the cattle? 

Mr. Srravee. We would like very much for our hog feeders and 
our cattle feeders to take out all of the feed at one time which they 
will need to finish out a contract. 

Mr. Brown. On credit? 

Mr. Srravpe. On credit; yes, sir. That is our preferred way of 
handling our hog- and cattle-feed contracts. 

Mr. Brown. You indicated earlier in your statement that such a 
practice on broilers had perhaps added to the production of broilers. 
Do you feel that such credit practice in beef cattle will add to beef 
cattle production ? 

Mr. Srrause. Beef cattle is a financed project pretty much all the 
way through, I believe; that is, in the feeding operations, and neither 
the banker nor the feed company does the financing of the feed. We 
try to get the bank to finance it as much as we can, but if circum- 
stances are such, for instance, where the cattle are mortgaged already 
to the hilt, as the saying goes, and the man is a good man whom we 
know, why we will finance his cattlefeed, but not beyond a 6-month 
operation. 

Mr. Brown. One other point before I call on Mr. Seely-Brown. 
You have made the statement that the studies on credit have been 
to adjust it to the feeding period. Is it not true that these credit 
policies of the various feed manufacturers go all over the lot, that 
some of them are 60 days, some are 45 days, some are 10 days and 30 
days? 

Mr. Srravse. I think that is very true. There is not much simi- 
larity in our credit terms within the industry as a whole. There 
are many kinds of credit terms, as there are many kinds of mer- 
chandising practices and plans of getting business. The reducing of 
the time is a thing that is a problem in any kind of operation that 
we have where we extend credit. 

Mr. Brown. If you had a consistent policy through the industry, 
do you think that that would help stabilize the industry ? 

Mr. Srrause. I think it would be great if we could have a con- 
sistent credit policy through the industry on all of our credit. 

Mr. Sueenan. I might say, Mr. Chairman, not alone in the poultry 
industry, but every industry. 

Mr. Brown. It is a goal that would be worthwhile for this com- 
mittee to try to seek. 

Mr. Srravuse. I think if something could be developed it might ‘be 
very good. 

There is one thing I would like to point out, however. On the 
establishment of credit range alone, you would find yourself faced 
with more contract feeding which comes without—it is not within 
the scope of credit, I believe, but as a matter of management decision, 
just the same as it is a matter of management decision if I want to 
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go into the production of soybean or alfalfa meal or something on 
the other end of my business and not on the sales end. That possibly 
could occur. 

Mr. Brown. Do you care to give the committee your personal opin- 
ion of the advisability of this committee exploring the possibility of 
some legislation similar to the Packers and Stockyard Act, which 
would prevent feed manufacturers and their dealers from competing 
with their customers in the actual growing of broilers and production 


of eggs? 

Mr Srravse. I think something of that kind might be all right, 
if you, in turn, can protect the feed manufacturers from the growers 
and processers going into the feed business. An examination, sir, of 
the record will reveal that more processors and hatcheries or feeders . 
or growers have gone into the feed business than feed men have gone 
into the growing business. 

Mr. Brown. That you believe to be true ? 

Mr. Srravuse. That I absolutely believe to be true. I am very posi- 
tive about that. 

Mr. Brown. Why is that? 

Mr. Srravse. I think the reason for that is that they feel that with 
the feed right there at their hands, they can make up feed any time 
they want it. They can take it into their poultry generally, with the 
bulk system that prevails today, a little easier and it makes just an 
all-around operation for them. 

Mr. Brown. Mr. Straube, I would be interested, also, in your opin- 
ion as to could the consumer get a square deal on broilers, turkey meat 
and eggs if this industry went back to the historical functions of feed 
producers producing feed, processors producing birds and growers 
growing birds, and so forth. Do you think that the consumer could 
get a square deal ? 

Mr. Srrause. Well, my personal opinion on that is that this broiler 
industry, so far as its means and methods and modes of operation, is 
still in a state of fluctuation and we may find ourselves going back 
to that before we get through with it. We don’t know. 

Mr. Brown. If you do, what is your opinion of it? 

Mr. Srrause. We are going to do whatever will prove to be the 
most economical and economic thing to do to produce good meat as 
cheap as possible for the benefit of the American table. 

Mr. Brown. Do you think in the process some small-business men 
might get liquidated in the adjustment ? 

Mr. Srravse. I think that in this process of change and in the 
attrition of change in any industry, the inefficient man is going to be 
put out of business et a he is a feed man or whether he is a feed 
manufacturer or whether he is a grower. 

Mr. Surenan. Will the chairman yield ? 

Mr. Brown. Yes. 

Mr. SuHreHan. Are you acquainted with the modern merchandising 
of chainstores and big operators ? 

Mr. Srravee. Only when I observe them when I am forced to go to 
the store by Mrs. Straube, I might say. 

Mr. SHEEHAN. Because in response to the chairman’s remarks, you 
certainly don’t think we are going to go back to the days of the 
individuals because any chainstore or group of stores which control 
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their own manufacturing or own production of birds would undersell 
everybody in the market and beat everybody’s ears off, and in the force 
of competition the people are going to have to combine the functions 
in order to stay in business; otherwise they will go out of business, 
isn’t that right ¢ 

Mr. Srravuse. That is right. 

Mr. Brown. At that point, the Chair would like to bring out both 
sides in the record and not necessarily that the gentleman from Illinois 
and I have different sides on this particular point, but apparently Con- 
gress and the Government felt it advisable back in the 1920’s to separate 
the function of the processing of red meat and the retail sale of red 
meat and that industry has progressed. I think you would agree, 
would you not, Mr. Straube, that the American consumer gets the 
dollars’ Ww orth for the meat he buys today. 

Mr. Srraverz. I think he is getting very good return. 

Mr. Brow nN. So that not necessar tly does all Government legislation 
completely disrupt the free enterprise. Some of it is very essential; 
isn’t it? 

Mr. Strauss. Yes. 

Mr. Surenan. Mr. Chairman, as long as this is a colloquy between 
vou and me, I might preface this by saying I got my start in life work- 
ing for one of the meatpackers, and I do know that legislation divorced 
certain retail or wholesale operations between the big stockyards and 
manufacturers. I also know that many of the firms are controlled 
either directly or indirectly by separate corporations that are set up 
and which are retailing to hotels and others similarly situated. As 
I have said, they are controlled either directly or indirectly by the 
packers. So although Congress has enacted the law of divorcement, 
so to speak, the lawyers are always smarter than we legislators who 
are not lawyers: and they find ways around it. 

Mr. Brown. It has been somewhat of a restraint, however. 

Mr. SuHeenan. Yes, I will agree. 

Mr. Brown. Mr. Seely- Brown. 

Mr. Srriy-Brown. Mr. Straube, on page 7 of your testimony you 
indicate that the poultry producer has innummerable choices, includ- 
ing the one that he may return to the independent way of operating. 
Do you know of many who have returned to the independent way of 
operating by choice? 

Mr. Srravse. Again I must preface my remarks by saying that I 
am not in the business; therefore, I do not have any real personal 
experience. However, if the market were such for a period of time 
that a man made a handsome profit, he might decide to go back into 
the business on his own. 

On the other hand, from the reports that I get, these flock owners 
or growers have been pretty much interested in the security of the 
other type of plan. 

Mr. Srrty-Brown. In other words, the integrated type of program, 
and we will use the term to include the gr eat variety of integrated 
programs? The grower gives up something i in order to have some- 
body else take the risk? 

Mr. Stravse. It is a matter of choice on his part; yes, sir. 

Now here is the thing on that, sir: There is tremendous competi- 
tion for that grower, if he is a good grower. Now if he is a poor 
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grower, nobody wants him, just the same as you or I do not want a 
poor employee. But if he is a good grower, there is competition 
for his services or his growing ability and he has quite a few choices 
to make, and that is why you find that people like these folks from 
Maine who told about all the different things they did for their 
growers to keep them tied to them. 

Mr. Srety-Brown. Well, since we then come to the conclusion that 
probably the integrated program is the only opportunity that a man 
has, let’s assume he is a good grower; that is still the best opportunity 
that he has to do well in business. What is going to happen is, even- 
tually the entire industry will be integrated. Then how is the control 
of that industry then centralized ? 

Mr. Srravuse. Well, I think it will be for many years a very com- 
petitive industry. The freight-rate structure, the geographical loca- 
tions of feed production and feeding areas I think will lend to that, 
and I believe that even though there may be a hundred percent inte- 
gration in the production of broilers, there will still be plenty of 
competition for a particular broiler grower’s business. I believe that. 

Mr. Seety-Brown. Well, I am Saeeied. sir, because I agree 
with—at least what I believe to be—your philosophy of concern over 
Government control and centralization of authority over a vast in- 
dustry. I also share that same concern whether it is from the point 
of view of the Government or whether it is from the point of view 
of a few big operators who, because of a great variety of circum- 
stances, inor der to keep alive, have grown and grown and grown until 
they have swallowed everything. After you have swallowed too much 
food, well we all know the biological results, and that is what I am 
concerned about—what the final result may be. 

Mr. Srravse. At the present time we have over 6,000 feed manu- 
facturers in the United States, and since this broiler integration thing 
has developed in the past few years, we found a number of smaller 
companies who have started and grown and prospered. I can name 
one down in the heart of the Georgia area that we were discussing 
yesterday that has been organized now for about 5 years and they 
have done a beautiful job—an independent oper ator that runs his 
own business and he started in a terribly competitive place, where 
some of these big fellows were ope rating, as you mentioned, and he 
has done a beautiful job. 

Mr. Srrety-Brown. That brings me to my second question, sir, and 
that is that in your opinion you indicated the increase of production 
had actually come from new areas rather than from increases in pro- 
duction in what I would call the oldtime producing areas. Do you 
have any reasons in your own mind what has caused Ye ines these 
new areas have come into the business ? 

Mr. Srravse. I think the new areas have come into the business 
because in a great many cases the new areas have been what you 
might call poor farming country, where people were looking for 
something to replace their cotton, for instanc e, in the South. If you 
see that—you were not here, sir—if you see that very interesting 

table III, which shows the areas in which the broiler i increases have 
developed, you will see that most of the increases have been in the 
areas where tillable land is not of the best and where they were look- 
ing for income, or because of some change in the economic picture, 
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these people wanted something else to do to make some money. They 
are going into this business, as the State of Georgia has done. They 
are going up to 222 million birds in a little over a 20-year period on 
practically nothing. 

Mr. Srriy-Brown. To your knowledge, that means that the opera- 
tion is being basically financed by private capital, and not capital 
coming from the Government ! Q 

Mr. Srravune. To the best of my knowledge, it is. There is some 
Government financing and I hope the Government will stay out of 
financing of any kind and type in an operation that has to do with 
the increase of production of poultry, meat, and eggs. I think that 
would be a very good thing for this committee to recommend, in my 
personal opinion. 

Mr. Srety-Brown. Do you feel that even the limited amount of 
Government financing has been a contributing factor ? 

Mr. Srravuse. W ell, I think it probably has been to a certain extent. 

I observed here in the statement by Commissioner Mason the story 
of the amount of money under FHA title I loans. I observed in the 
State of Texas a million dollars was loaned for the building of poultry 
buildings; the State of Kansas, $420,000. 

I am inclined to believe that those particular areas borrowed that 
money, not so much for broilers, but for the building of houses for 
egg production. As to the statement made awhile ago as to whether 
or not this thing is spreading, I think the Government is helping 
that spread if that is what the situation is. 

Mr. Srety-Brown. And as the spread gets broader and as the pro- 
duction goes up, inevitably the price is coming down? 

Mr. Srravpe. I think that is true. However, that doesn’t mean that 
the price will always come down to the point where it isn’t profitable, 
except in various dips and adjusting periods, 

Mr. Srety-Brown. Do you actually believe, sir, from your own ex- 
perience and what you have heard here that the independent producer 
can exist running an independent operation ? 

Mr. Srravse. J] think he can; yes, sir. I believe that. 

Mr. Srety-Brown. In practically any section of the country ? 

Mr. Srravupe. Well, I wouldn’t say about the eastern area here, 
because I don’t know anything about it, but I think he can in our 
section of the country. 

Mr. Sreiy-Brown. You feel that his costs of production there might 
be lower than they would be in other areas ? 

Mr. Srraupe. Practically. <A little. There is some difference in 
freight costs, but I think primarily that is the principal difference, 
and that would not amount to a whole lot, although it is an important 
factor in the overall price. 

Mr. Srety-Brown. I would like to ask you one final question, sir, 
and that is this: If a poultry producer comes to you and wants to 
buy feed and pays cash, what kind of a discount would he get ? 

Mr. Srravse. Well, in the first place, we wouldn’t sell him, because 
we don’t sell anyone except dealers. 

Mr. Srety-Brown. You only sell the dealers? 

Mr. Srrausr. We only sell the dealers, but if a dealer came in to 
pay cash or buy on our regular credit terms, it wouldn’t make any 
difference. He would get exactly the same price. 

Mr. Srety-Brown. That is all. Thank you, sir. 
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Mr. Brown. Mr. Straube, just a couple questions now. If you 
would put on your other hat as the president of Pay Way Feed Mills, 
would you call Pay Way, in relation to the size of other feed manu- 
facturers in the business, a big feed manufacturing concern or a rela- 
tively small one? 

Mr. Srravuse. Relatively small, sir. 

Mr. Brown. You have noted on the charts that you submitted to 
us that total tonnage of broiler meat, for instance, has increased dur- 
ing the past sever: aly years. Have you at Pay Way been able to get your 
share of that increase ? 

Mr. Srrause. Well, sir, we have never tried, not since we have been 
in business, to do broiler business. We have done some broiler busi- 
ness, naturally, but we have never fought for the broiler business. 
We felt we could put our efforts to much better purpose in some other 
direction, in selling feed through dealers, which is our business, our 
primary business. 

Mr. Brown. You have never grown any broilers at Pay Way? 

Mr. Srravuse. No; not of any consequence. We have never had any 
contractual arrangements or anything of that kind; no, sir. 

Mr. Brown. Have you ever gone ‘out to slug it out toe to toe on 
credit ¢ 

Mr. Srravuse. No, sir; we have done practically nothing. We have 
had a little broiler business off and on. Broiler business is not part of 
our business, sir. 

Mr. Brown. In the egg business, do you do quite a bit of laying feed 
business ¢ 

Mr. Srravuse. Laying feed is an important part of our business; 
yes, sir. 

Mr. Brown. Has competition forced you to alter your credit terms 
or any part of your operation, other than just selling, in order to get 
the business ? 

Mr. Srravuse. Well, no, I wouldn’t say that that is true. We are at 
the present time experime nting on different kinds and types of poultry 
growing contracts and we have a small amount of business on that and 
our idea is to see if we can follow through on the same type of program 
in growing, producing hens, that we do in the hogs—dev eloping a 
feeding program. Th: at is the thing that is basically behind our efforts 
in the egg-feed business at the present time. 

Mr. Brown. Do you think that the manufacturers who have the 
credit resources and so forth to offer this from the credit letter to the 
grave credit program or, in this instance, from the hatching egg to 
the table 

Mr. Srravse. To the pot. 

Mr. Brown. Or to the pot, do you think that they are in a better 
position to get their share of the increased market than a manufacturer 
who does not have such credit resources ? 

Mr. Srravuse. Are you referring to eggs now? 

Mr. Brown. In any field of it. 

Mr. Srravuse. Well, I think anyone that has a lot of money prob- 
ably could be a little more careless with it than those who do not. We 
happen to be in a position to be able to finance anything we decide 
we want to do, so the matter of money has not been a problem as 
far as we are concerned and I have not given that too much 
consideration. 
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Mr. Brown. Thank you very much, Mr. Straube. We genuinely 
appreciate your help. 

Mr. Srravuse. I would like the privilege of mentioning one thing 
for the record. 

Mr. Brown. Yes, sir. 

Mr. Srravse. In the discussion that has been going on, there has 
been a lot of talk about feed prices and I think there was some men- 
tion by 1 or 2 of the witnesses how high feed was. I have here before 
me the USDA index of farm costs and I should like to mention just 
briefly this: 

For 1947 versus 1957, real-estate taxes are up 56 percent, farm 
machinery prices are up 40 percent, motor vehicles are up 31 percent, 
farm wage rates and building and fencing are up 28 percent, farm 
mortgaging rate is up 10 percent, fertilizer prices are up 6 percent, 
feed prices are down 11 percent. 

Mr. Brown. Thank you very much, Mr. Straube. I think that is 
important to get into the record. 

The committee would like to hear now from the representative of 
Dietrich & Cambrill, Ince., Mr. Chichester, 

Off the record. 

Because of the House rule, we will take a 1-minute recess. 

(Short recess. ) 

Mr. Brown. Mr. Chichester, would you stand and raise your right 
hand? 

Do you solemnly swear the testimony you are about to give before 
the committee will be the truth, the whole truth, and nothing but the 
truth, so help you God? 

Mr. Cuicuester. I do. 

Mr. Brown. Mr. Chichester, on behalf of the committee, we thank 
you very much for coming in and helping us in this study of the 
poultry industry. 

Mr. Cuicuesrer. Thank you, sir. 


TESTIMONY OF PETER W. CHICHESTER, VICE PRESIDENT, 
DIETRICH & GAMBRILL, INC. 


Mr. Cuicuester. My name is Peter W. Chichester. Iam vice presi- 
dent of Dietrich & Gambrill, Inc., of Frederick, Md. It is with the 
intention that investigation of and deliberation on the disastrous state 
of our Nation’s poultry industry be made more full, that 1 respect- 
fully submit this report. The views which follow are those of my 
company as interpreted and delivered by me. 

All, of course, realize that the cause of this distress is overproduc- 
tion of the end product. Our present dilemma had its start with 
excessively high broiler prices of several years ago. ‘The normal stim- 
ulus of high prices coupled with change in the farm economy of our 
southeastern region triggered the quick broiler expansion experienced 
now, and for the past 18 months. 

I will not put all, or even, necessarily, the largest share of the blame, 
on the feed manufacturers, as certainly insurance companies, hatch- 
eries, and other industry segments had their part. However, as a feed 
manufacturer, I feel that it would be more pertinent if I restrict my 
remarks to that with which I am most familiar. 
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Certainly local feed mills in the areas of greatest recent expansion 
were mindful of past good broiler prices and used this opportunity to 
dispose of the local available grain and grain byproducts through the 
medium of balanced poultry ration. Conditions of local labor simi- 
larly were recognized as being quickly and cheaply adaptable to poultry 
contracts which ensued. , 

Now, mills of national scope found disadvantage in competing by 
long-distance transit methods with the locals and in turn built their 
own local plants. Running all of these newly erected mills to their 

ractical built-in capacities depended on feeding of more and more 

irds. This seemed possible only through financial devices such as 
contracts, and as losses on these occurred an attempt to cover through 
integration followed. 

The situation as developed has changed the poultry industry from 
a series of independently operated segments into types of combinations 
and sometimes complete vertical integrations. 

Authorities in the field of agricultural economies have stated that 
this was inevitable because of added efficiencies that were to be had. 
The theoretical economic efficiencies allow full production and full use 
of equipment on all levels; for instance, the breeder flocks, hatcheries, 
feed mills, growing of birds, and dressing plants. This tends to lower 
production costs per unit, as would be had in any mass production and 
fully scheduled manufacturing operation. Expert supervision can be 
delegated to each of the major segments at low cost per unit of pro- 
duction. The capital put into use allowed for an increase in the 
number of chicks cared for per man with a rise from a 2,000- to 3,000- 
chick per man level to a 20,000 to 30,000. Advances within the past 
10 years, especially the last 3, in genetics, nutrition, equipment, and 
disease control have made this possible. The finance provided put 
these things into immediate action. 

Integration, as we recognize it, has destroyed the independent posi- 
tion of those who have engaged in only one phase of the movement 
of poultry meat from eggs to store. The producer is now the hired 
man of the combination which controls and finances. The independ- 
ent feed dealer and small feed manufacturer is practically eliminated 
from the field of broiler-feed production. His market for selling this 
large and important segment of a standard commercial feed line has 
been reduced, if not lost entirely. 

It would appear that all participating segments have suffered 
severe losses these past 18 months. Apparently the large ones are 
willing to continue to lose in the hope that others will drop out. 

No constructive suggestions can be made by me by which the Gov- 
ernment can curtail production. IT am a firm believer in the law of 
supply and demand, and further think that our economy can provide 
only for the “survival of the fittest,” provided, however, that all be 
given equal opportunity under the law of our land. 

At the moment the remedy to us seems baffling, as well as disas- 
trous, for the small feed companies, and poultry producers. Our only 
hope is that solution will be attained by a return to sound credit 
practices of all financing agencies. 

Mr. Brown. Thank you, Mr. Chichester. 

The situation that you described and the effect on small feed com- 
panies, poultry producers, and so forth, has that been your personal 
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experience in your company? Have you lost any volume during this 
recently competitive credit operation and so forth ¢ 

Mr. Cuicuester. Congressman, our company is an old company 
and a conservative one. We did a lot of broiler business on what you 
call the Delmar Peninsula a number of years ago. In fact, we had one 
territory over there. Some years we would sell from 8 to 15,000 ton 
per broiler feeder per year and during the late forties and fifties we 
were extending credit to the dealers who were then beginning to, what 
they call sharecrop or to finance the broiler man in order to get the 
feed business. That was the gist of it. And the competition m that 
got tougher and tougher as things went on and, as you know, our com- 
pany is not large and we felt that that much broiler business in one 
place, under the conditions was a risky situation for us, depending 
upon the amount of credit that we had to extend to get that amount 
of business. 

Now things went right quick there. There were a couple of large 
companies that advertised they were going to build mills there and 
then one of our largest cooperatives came in there. We just knew 
enough about that situation that those mills couldn’t be run unless 
there was terrific money back of it, or either credit had to be ex- 
tended to the dealers who were financing or else they had to finance 
<lirect. to employ people to raise chickens so that they could get enough 
feed to run those mills. So, sir, we pulled out. It was gradual and 
I am glad to say we didn’t lose a penny. If we had stayed there, we 
would have lost. 

Mr. Brown. Now you classified these credit practices that have been 
alleged to this committee as a restriction on equal opportunity. 

Mr. Cuicnester. I don’t know, Mr. Congressman, whether that is 
a restriction. If aman has money, if he can get the money, our com- 
pany feels that he pretty well wants to. 

Mr. Brown. Now in your statement, however, you say that you 
believe in survival of the fittest, provided that all have equal oppor- 
tunity under the law. Now, do you feel that the small feed manu- 
facturer has equal opportunity today ? 

Mr. Cuicuester. Mr. Congressman, I don’t believe and my com- 
pany does not believe that anyone who is forced to compete with the 
Government-subsidized institution is getting equal opportunity. 

Mr. Brown. And by Government-subsidized institutions, you refer 
to what ? 

Mr. Cuicnester. I refer to cooperatives that pay no taxes and who 
are financed by 13 or 14 cooperative banks. One, I think, is located in 
each Federal Reserve district of the country. ‘That is a very wonder- 
ful position to be in, particularly if you are doing something in the 
broiler business today. Money you have to have to stay in there. 

Mr. Brown. You mention, also, that in addition to this equal oppor- 
tunity, which you just now described, that, and I quote your statement: 

Our only hope is that solution will be attained by a return to sound credit 
practices of all financing agencies. 

Mr. Cuicursrer. That means our industry, too, sir, and our indus- 
try, as Mr. Straube has just told you, is trying their best to figure out 
how we can get back to a reasonable basis of extending credit. 

Mr. Brown. And yet in the committee study at Chicago recently, 
the industry thought about making a recommendation that might help 
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improve it and then gave it up because they said nobody would abide 
by it. Do you think that the industry is going to get this industry 
back into sound credit practices ? 

Mr. Cutcuester. I believe they are honestly going to try, sir. You 
want me to, I know, tell you what I think. I don’t think it is worth 
the paper it is written on. 

Mr. Brown. Do you think it would be worth while for the Govern- 
ment to explore some regulations that might help the industry get 
some sound credit practices ? 

Mr. Cuicuester. I think it would be fine to explore it, sir, but I 
really can’t see what they can do. That is no rule or regulation or 
law that you can stop a man from extending credit foolishly, if he has 
the money to do it with. 

Mr. Brown. It has been restricted in other fields and in the credit 
field, particularly, regulations were, in the postwar era, passed which 
put certain broad limits on installment financing. Do you think that 
there might be some possibility in our exploring that possibility ? 

Mr. Curicnester. Sir, I think it should be explored; yes, sir. 

Mr. Brown. Mr. Sheehan ? 

Mr. SuHeeHan. You made mention of the competition you are get- 
ting from cooperatives which apparently, according to your way of 
thinking, are prospering due to the easy credit they get from the 
Government. Has their competition directly affected your company 
that you know of ? 

Mr. Cuicuester. Why every dealer we have in the six States we 
do business with, there is a cooperative in that community and it 
affects us through our dealers; yes, sir. 

Mr. SHEEenan. Well, is that tending to limit your sales? 

Mr. Cuicnester. It makes the competition just a little harder. 
They are spread, sir. You take, for instance, during the war just 
my little company was paying in excise tax you had then as high 
as 80 percent of our net income. We were making money. They 
never paid anything; they kept that money and expanded and grew. 
That is why we think that they are Government subsidized. 

Mr. Surenan. Then in your opinion they definitely have been a 
strong competitive factor in your operations? 

Mr. Cuicuester. I will go further than that. T have been in this 
feed business for 30 years. I will go back to late thirties and forties 
and say this: I hope I am correct on this. That the credit in this 
feed business started by we private corporations and individuals 
extending credit to try to compete with the cooperatives. I think that 
is where it started. 

Mr. SHeenan. In other words, according to this, if we carried 
your reasoning to its logical conclusion, the problem that the poultry 
industry and feed industry is finding in the extensions of credit today 
has been brought on by the Congress which passed these laws per- 
mitting the cooperatives to get very favorable consideration. 

Mr. Cuicuester. I believe it is self-evident, gentlemen, and TI can 
remember back when I helped to organize cooperatives years ago, 
when I was with the extension service of the University of Maryland. 
I was employed by the Government to do it. 

Mr. Sueenan. Are you regretting the errors of your youth? 

Mr. Cutcuester. No, sir. No. In those days, taxes were 1 to 114 
percent. There was no reason why farmers couldn’t get together. 
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Conditions have changed since then. There is a whole lot of differ- 
ence between you paying 1 and 114 or 2 percent of your income for 
taxes and paying 80 percent. There is quite a bit of difference. 

Mr. Sueenan. Of course, I do not want to justify the modus oper- 
andi of the cooperatives, but they do take the position that they are 
paying taxes because when they rebate the dividends or whatever 
they call it to their stockholders, the farmers or the stockholders 
themselves or the cooperative members pay taxes on that. 

Mr. Cuicuester. Yes; I know what they say about that. I havea 
lot of good friends—I expect some of them are sitting right back 
there. They know what f think about this. I have known it for 
years. They don’t pay it back, sir; they would never have expanded 
like they have if they did. There are tillions in their corporations. 

I am wondering this, if they are hiring somebody to raise broilers 
so they can sell them feed, whether or not that person whom they are 
hiring isa patron. I don’t know that. 

Mr. Brown. The Chair would like to point out that there will be 
witnesses from the cooperative feed companies represented in this 
discussion and we will try to have the record show as many of the 
facts as possible pertinent to this discussion. 

Mr. Chichester, thank you very much for your help, sir. We genu- 
inely appreciate it. 

Mr. Brown. I would like to call now the representative of Allied 
Mills, Mr. Lenz. 

Would you raise your right hand, please ? 

Do you solemnly swear that the testimony you are about to give 
before this committee will be the truth, the whole truth, and nothing 
but the truth, so help you God? 

Mr. Lenz. I do. 


TESTIMONY OF ELMER W. LENZ, SECRETARY AND TREASURER, 
ALLIED MILLS, INC, 


Mr. Brown. Would you identify yourself to the committee and the 
reporter ¢ 

Mr. Lenz. My name is Elmer W. Lenz, I am secretary and 
treasurer of Allied Mills, Inc. 

Allied Mills, Inc., which was formed in 1929, and its predecessor 
companies have been engaged in the manufacture of livestock and 
poultry feeds since 1909, and naturally have witnessed the tremendous 
growth of this industry. While our company has been engaged in 
manufacturing feeds for all types of domestic animals, probably the 
most important has been the development of poultry feeds. It is true, 
I believe, that greater strides have been made in the formulation of 
poultry feeds than any other feeds. 

In the early days the chicken was fed largely grain in addition to 
what other food it might forage. We have come a long way since those 
days in the preparation of feeds for baby chicks, feeds for the growing 
period and feeds for the laying period. In addition, feeds for the 
meat-type birds have been formulated to produce meat far more eco- 
nomically than was possible even 5 or 6 years ago. 

The poultry industry in the last 10 years has witnessed the phenom 
enal growth of the broiler business, which has resulted in the market- 
ing of 1,300 million broilers in 1956, The feed industry has contrib- 
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uted substantially to this growth, which has resulted in providing the 
people of this country w ith one of the lowest priced sources of meat 
protein. 

In the development and growth of any industry, the problem of pro- 
viding capital is always one that has to be considered. I believe you 
would find, if you were to look back to a period of 30 years ago, that 
livestock and poultry feeds in general were sold pretty much on a cash 
basis. The research work carried out by our agricultural colleges and 
universities, commercial laboratories, and research departments of in- 
dividual feed companies has brought about improvements in live 
stock and poultry feeding, so that the trend in feeding has moved 
substantially in the direction of commercially prepared livestock and 
poultry feeds. It was very obvious that in order to promote the use 
of commercially prepared feeds that credit would have to be provided. 

With the particularly rapid growth in the broiler business, the 
financial requirements also increased rapidly, and our company recog- 
nizing this, rendered assistance to feed dealers by extending credit to 
them. This credit was based upon the financial need of the dealer, 
his financial position and our judgment as to his integrity and ability. 

T am sure it is generally agreed that the problem in the broiler indus- 
try in 1956 was ‘that we had overproduction of broilers. When you 
have overproduction in anything, the expectancy is for a lower price 
for the product. This situation in the broiler industry has occurred 
in other years, but after a period of cutback in production has adjusted 
itself. I believe that in 1956 the production in broilers had been 
brought to a point where it was only natural to expect the pace of 

rowth to level off. 

There has been a growing trend during the last few years toward 
contract growing of broilers, under which a grower is guaranteed a 
minimum sum for his services. He is usually paid additional bonus 
for performance and when the market price of broilers rises, he also 
receives additional payments. This arrangement is popular with 
growers as it relieves them from the market risk. Thus, the market 
risk has been shifted to a hatchery, to a feed dealer, to a feed manu- 
facturer, or to a combination of these. 

Our company has participated in some of these operations by exten- 
sion of credit to dealers who were offering special contracts to growers 
Our company has for many years operated a number of retail feed 
stores and at some of these and other operations located i in the broiler 
raising areas, we have also used this same type of growing contract. 

During the summer of 1956, our company realizing that we were 
in a position of overproduction insofar as broilers were concerned, 
immediately set out to cut back substantially the number of broilers 
which the company had out on growing contracts either directly or 
through dealer arrangements. Frankly, I believe, this is the logical 
position everyone should take in a period of overproduction. We be- 
lieve the overproduction condition which existed in 1956 is slowly 
adjusting itself and that supply and demand will come into balance. 

The question has been asked as to what the Government can do to 
assist in the problem of overproduction in the broiler industry. I 
believe that bringing this problem out in front of everybody, as is 
heing done by this investigation, is a worthwhile contribution by the 
Government and should be helpful to the industry. To attempt to 
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place support prices on broilers would, in my opinion, do nothing more 
than to increase the problem. 

It is difficult to see where any benefits would accrue in the form of 
any credit regulation. Since the problem of the broiler industry is 
overproduction, and I am sure it is generally so recognized by the in- 
dustry, I believe that the industry generally will correct the situation 
by a cutback in the production of broilers and that the situation will 
correct itself. 

The aim of the broiler industry today is to continue to search for 
ways and means to reduce the cost. of production of broilers and in this 
our company is intensely interested. 

There are, of course, inefficient broiler operations within the in- 
dustry. These cannot survive. This situation is true in any industr 

As in the case of broilers, there has been a substantial growth in 
the number of turkeys raised and marketed, and to that industry the 

feed manufacturers have contributed substantially through the de- 
velopment of efficient turkey feeds. Here again, the furnishing of 
credit for the growth of this business was necessary. 

It is customary to furnish credit for feed during the growing period 
of the turkeys. In some areas credit has also been furnished for the 
purchase of poults and for grain. Our company’s policy has been to 
furnish credit for the feed, and in addition, the poult or the grain, but 
not both. 

With regard to credit for the production of eggs, poultry feeds sold 
for this purpose are handled through dealers on a regular line of 
credit. We have no contracts on egg production guaranteeing prices 
or markets. 

We feel that the company’s credit policies have been conservative 
and sound. Naturally, from time to time, we have made changes in 
these policies to meet the changing conditions in our industry. 

Mr. Brown. Thank you very much, Mr, Lenz. 

You have indicated in your statement and it has been indicated to 
the committee many times during these hearings that 1956 was an 

almost distrous year in the poultry industry as such. In fact, it was 
classified by one witness as the worst depression since the 19: 30's. 
Speaking for your company, was 1956 a profitable year for Allied 
Mills? 

Mr. Lenz. Our company made a profit ane 1956. 

Mr. Brown. Was your broiler feed and other poultry tonnage 
greater than in previous years in 1956? 

Mr. Lenz. Our tonnage for the fiscal year ended June 30, 1956— 
and that is what I am speaking about—-was the largest we have had 
and that was in all segments of the feed. 

Mr. Brown. So while it was a depression for some in the industry, 
it was not a depression for Allied Mills? 

Mr. Lenz. Well, I would not say that. I was answering your 
question as to tonnage. 

Mr. Brown. Did you make less per ton in 1956 than you had in 
previous years / 

Mr. Lenz. As a result of the broiler position that we had, we took 
some substantial losses on it. 

Mr. Brown. Would you say the overall net result was that the com- 
pany showed an expected profit ? 

Mr. Lenz. I think we had a very satisfactory year; yes, sir. 
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Mr. Brown. It has been indicated that this overproduction, has 
stemmed from a very highly competitive situation whereby different 
feed manufacturers have gone out after business and have had to 
meet certain competitive conditions. Do you think that your present 
credit policies, for instance, at Allied Mills were prompted by meet- 
ing competition ? 

Mr. Lenz. Well, I think credit in any industry would bring about 
a situation w hereby under certain conditions that intense competition 
would induce meeting a given situation, However, we believe that 
our credit as given in the nature of credit is very sound. 

Mr. Brown. What would you say in the broiler areas, the com- 
mercial broiler areas? Are your terms the same to all or do they 
vary with the financial position of the purchaser ? 

Mr. Lenz. Well, the terms, of course, to established dealers are 
those which were approved some time ago and they vary, and I think 
you are getting at the number of days; is that it? 

Mr. Brown. Yes. 

Mr. Lenz. They would vary somewhat based on a situation. Many 
of these dealers have been with us for years and they have been es- 
tablished in one way or another and subsequently we have attempted 
to conform to the recommendations of the Feed Manufacturers As- 
sociation in that regard and are trying to put newer dealers on lesser 
days’ term. 

Mr. Brown. Do I judge from that that your older dealers are buy- 
ing on, say, 90 days’ credit ? 

Mr. Lenz. Well, while they have 90 days available to them, I should 
like to point out at this point that Allied Mills has a cash discount 
in effect which appears on the pricelist and that has the effect that 1 
percent is available after 7 days or net after 30 days. So many of the 
dealers wish to, if they have taken credit, would wish to pay before 
60 days so that isn’t too much of a problem with us at this point. 

Mr. Brown. To your dealers would you say that the credit terms 
in some respects are set because of competitive conditions? 

Mr. Lenz. Well, I think that enters into it. We try to judge a 
person’s situation on the basis of its own merits and the needs for a 
particular situation. 

Mr. Brown. Do you think in some instances that credit has been 
used as a sales tool? 

Mr. Lenz. Well, not as a matter of policy, of course. I would not 
be the one to sit here and say it could not have been done. I don’t 
know. 

Mr. Brown. Does Allied Mills serve any customers direct in the 
poultry field? 

Mr. Lenz. Yes, sir. 

Mr. Brown. Is that extensive? 

Mr. Lenz. No, it isnot. It is very minor. 

Mr. Brown. Is that largely in the commercial areas? 

Mr. Lenz. I would say so. 

Mr. Brown. Were those customers served originally by Allied 
dealers ? 

Mr. Lenz. I don’t know whether I could answer that just as I 
would like to. Idon’t think so. I think those are largely newer peo- 
ple who wish to come into the business and were given an opportunity 
by us to do so. 
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Mr. Brown. Is it ever a problem to draw the line of where to service 
a man direct or let the dealer service him ? 

Mr. Lenz. I don’t think so. 

Mr. Brown. What is the rule of thumb whereby it is determined ? 

Mr. Lenz. Well, I think you try to evaluate a business by what its 
operation is and if a person is a bona fide dealer I would say that as- 
serts itself. 

Mr. Brown. These customers that are served direct, are they not in 
trading areas served by Allied dealers? 

Mr. Lenz. Generally they are not. However, we have a few excep- 
tions that appeared in the prepared statement sent in and those would 
come about either by reason of, let us say, the large grower having 
been given a status of purchasing direct before we established a regu- 
lar type of dealer, which apparently is working out to the mutual 
satisfaction of all concerned. 

Mr. Brown. In those areas where these direct customers overlap a 
dealer trading area, does the dealer perform any service? Does he 
haul the feed ? 

Mr. Lenz. Yes, he does. 

Mr. Brown. Is he paid somuch for hauling? 

Mr. Lenz. Well, the dealer, of course, buys on our price lists and 
he determines what additions for services he shall place upon that. 

Mr. Brown. Excuse me, Mr. Lenz, I was referring to the direct cus- 
tomers. Do the dealers deliver the feed to the direct customers that 
are sold at the direct price ? 

Mr. Lenz. No, that would be a transaction be* ween the mill and the 
customer. 

Mr. Brown. Would it be a fair question to ask how many dealers 
Allied has in the United States? Have you ever made that informa- 
tion public, sir? 

Mr. Lenz. Well, I don’t know that I have the exact figure. I would 
be glad to make it available and submit it to you if you would lke. 

Mr. Brown. We are not trying to pry in these hearings, but is it in 
the thousands ? 

Mr. Lenz. Yes. 

Mr. Brown. In the commercial broiler areas, for instance, would 
you say that a majority of Allied dealers handling broiler feed in those 
areas also grow birds themselves ? 

Mr. Lenz. I would say so. 

Mr. Brown. Would you have any idea of the amount of your total 
feed tonnage for broilers that these birds grown by Allied dealers or 
Allied Mills would constitute 4 

Mr. Lenz. May I repeat it and see if I got your question? Do you 
mean the amount of broiler feed tonnage ‘that we sell throughout ‘the 
United States whether in a broiler feed area or not ? 

Mr. Brown. No, in the commercial broiler areas. 

Mr. Lenz. I donot have that available. 

Mr. Brown. Is it asubstantial part, however / 

Mr. Lenz. Well, 1 would say that we compare pretty much with 
the industry figures, if that is helpful to you. 

Mr. Brown. Yes, sir. Has Allied Mills as a feed manufacturer 
ever grown any broilers ? 

Mr. Lexz. We do, yes. 

Mr. Brown. Have you done it for several years ? 
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Mr. Lenz. Well, through our retail stores we have been growing 
these birds for 2 years, perhaps a little longer, and we got into it on 
a larger scale toward the latter part of 1954 when a number of our 
independent dealers were in financial difficulty. Wishing to preserve 
thein as dealers ultimately and being able to work along with them, we 
took over the growing of the birds as a company and they then func- 
tioned as a contractor performing certain services for us. 

Mr. Brown. The committee w ould be interested, again without pry- 
ing, in knowing what your experience has been in a rough year like 
1956 with your growing operations. Did you lose money or make 
money ? 

Mr. Lenz. We lost money, sir. 

Mr. Brown. Were you able to determine any production costs or did 
they vary all over the lot ? 

Mr. Lenz. Well, I would say they were subject to variation. 

Mr. Brown. In the calculations that you lost money, did you figure 
any profit margins for feed that might have absorbed some of that 
loss ? 

Mr. Lenz. Well, I would answer it this way, that the projects that 
we were involved in we charged the feed at a dealer-level price. 

Mr. Brown. There is a possibility then, is there not, that consid- 
ering the volume which keeps the mills running, you know at a good 
rate and so forth, that it was not in fact a losing money proposition ; 
it might have been a break-even proposition, is that true? 

Mr. Lenz. Well, I do not think so. 

Mr. Brown. You think that you lost? 

Mr. Lenz. Yes, because I would say that we had some losses as a 
result of it, net loss. 

Mr. Brown. Because of the net loss you indicated in your state- 
ment and because of the general over produc tion in the industry you 
have cut back. Could you give the committee a percentage figure on 
the cutback ? 

Mr. Lenz. Yes, I would be glad to. We initiated a cutback around 
the first of July, I think it was, of 1956 or maybe a little before that, a 
25 percent cutback, and we have had another cutback of an equal per- 
centage since that or more than that, I believe, right now. 

Mr. Brown. Do you think that your dealers who were growing 
birds cut back in those proportions? 

Mr. Lenz. Well, I don’t think so. Some have cut back and some 
take a more optimistic view and have not done so. 

Mr. Brown. It has been indicated to the committee that even if 
some people do heed the danger signs and start cutting back to get 
supply in line with demand that there is alw: Lys somebody else coming 
in to go into it. For instance, we heard from one very sizable hatch- 
ery and breeder setup the other day that they are going into it for 
the first time in 1957. Now if you at your company feel that here you 
are trying to cut back and trying to get production in line with de- 
mand and somebody else is coming in and taking a part of your mar- 
ket, what will be your reaction to that, Mr. Lenz? 

Mr. Lenz. Well, I would answer it by telling you what we do. We 
have salesmen who are very aggressive and eager to get business and 
interested in developing this industry and I would like to say right 
here for myself that I have an abiding confidence in this broiler in- 
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dustry, and they regularly put applications to us, our credit depart- 
ment screens them intensely, care efully, and we reject many of them 
because we are sincerely of the mind that a cutback is need 

Mr. Brown. And even if someone started getting more of the mar- 
ket than you feel that you should relinquish you would continue the 
cutback operations ? 

Mr. Lenz. Well, I would say that if we believe that the thing is im- 
proving and we can live with the situation, but if it were not so I think 
we might cut back some more. I think we would. 

Mr. Brown. You feel, from what you have said about credit 
practices and so forth, and the efforts that have been made by the in- 
dustry through the American Feed Manufacturers Association to 

control credit and to get rid of some abuses, do you think that the 
industry is making any tangible progress? 

Mr. Lenz. I do, sir. 

Mr. Brown. Yow, feel credit practices are better today than they 
were a year ago or 2 years ago? 

Mr. Lenz. W ell, I don’t know that I would want to pinpoint it, 
but I am just saying that I feel that the credit practices of the Amer- 
ican Feed Manufacturers Association are conducive to a good situa- 
tion, and that we and many others, I am sure, are trying to do a 
better job of abiding by them, recognizing that there are always ex- 
ceptions to every rule. 

Mr. Brown. Do you feel that when you have a continuous broiler 
operator who is a dealer of yours, shall we say, do you feel that giv- 
ing him 75- to 90-day credit on br oiler feed, do you think that you are 
giving him more than necessary credit ? Do you think there is any 
spread there ? 

Mr. Lenz. Yes, I do, but as I stated a moment ago, the practice, I 
am told, is that the invoices are paid before that time. In other words, 
to eliminate the imposition of interest which would accure after 60 
days under our credit policy. 

Mr. Brown. Do you think that if a dealer were to increase his op- 
erations using your money under the terms of 90-day credit, do you 
think that he can cover prior losses by that device ? 

Mr. Lenz. Well, if that were being done I would say that there 
would be that opportunity for that situation, but I do not believe that 
that is a case in our situation today, and has not been for some time. 

Mr. Brown. But you wouldn’t mean to imply by that, would you, 
Mr. Lenz, that it has not happened ? 

Mr. Lenz. Well, the end of my statement, I think, indicated that 
there were times when that practice did exist. -I think they had more 
days’ credit perhaps than they should have, but that was. I would say, 
in a growing period and I honestly feel new that that situation is un- 
der much better control not only for us but I think probably gen- 
erally 

Mr. Brown. Let me ask you a little bit about the company phil- 
osophy on this whole matter. Historically feed manufacturers, it 
would seem to the layman, have been in the business of manufac‘ uring 
feed and selling feed and feed dealers have been selling feed and serv- 
icing customers, and the customer has always been supreme. Do you 
feel that the industry was happier per forming those historical fune- 
tions than it is today in performing growing and in some cases process- 
ing and getting in all over the field ? 
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Mr. Lenz. Well, I think that we would agree and I personally do, 
that it is desirable to have independent dealers and we have as our 
philosophy to maintain that situation, but I am not unmindful of the 
trends that are coming into the picture and that may develop to a 
greater extent, and we as any other business, I think, will have to be 
alert and very aware of what is happening. 

Mr. Brown. Would you think that the consumer and everybody in- 
volved could get a fair deal if it were practical to divorce these various 
functions of the industry ? 

Mr. Lenz. Well, it seems to me that the consumer is getting a very 
fair deal right now under the situation which is partially so and par- 
tially not true. 

Mr. Brown. In fact, he is getting a deal that is being subsidized by 
Allied Mills and other people who have lost money in the poultry busi- 
ness, is that correct ? 

Mr. Lenz. I don’t think I would agree with that. I think there 
have been cases to the extent that injudicious credit has been given 
at some point or another, or shall we say where our judgment with re- 
spect to when we should cut back didn’t assert itself rapidly enough 
that might have contributed some, but I do not accept that. 

Mr. Brown. Perhaps you misunderstood me and maybe I didn’t 
make myself clear, Mr. Lenz. I thought you said that in your grow- 
ing operations Allied Mills lost money. 

Mr. Lenz. Yes, sir. 

Mr. Brown. Well, didn’t the consumer price, the market price, re- 
fiect that it was an abnormal money-losing price? 

Mr. I.enz. Yes, there was a benefit to him by that situation. 

Mr. Brown. And so the consumer was thereby subsidized by the 
people who lost money in the operation, is that correct ? 

Mr. Lenz. Well, he benefited, shall we say. I don’t know whether 
the word subsidized is right. 

Mr. Brown. Somebody lost money. 

Mr. Lenz. Well, he benefited, let’s say. 

Mr. Brown. The consumer seems to be in real good shape right now, 
but some other people are taking it on the chin and have been for 
about 18 months. Do you think it could get back into balance where 
the consumer would get a good deal and other people could make just 
a little bit of money, not abnormal profits, if this thing were divorced 
by function ? 

Mr. Lenz. Well, I don’t know whether that would be necessary. T 
think any transaction to be a good deal has to be favorable to all par- 
ticipants in it, the consumer, the producers and manufacturers, all of 
the way down the line, and I think that will take care of itself irre- 
spective of under what form of marketing the birds are produced. 

Mr. Brown. The trends that have taken place and the alleged im- 
provements that have come in the industry in 1956 resulted in Allied 
Mills losing money on the birds that they grew. If Allied Mills lost 
money growing birds, do you think that Allied dealers lost money 
growing their birds, and do you think independent dealers lost money 
growing their birds? 

Mr. Lenz. Ido. Perhaps not in every situation, but I think there 
were losses. 

Mr. Brown. If it is a losing money proposition do you think that 
these trends have resulted in progress and improvement ? 
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Mr. Lenz. Well, I should not like to characterize an industry by a 
period of stress, shall we say, for I don’t know how ‘ong 2 period, but 
I like to feel that in the aggregate and long range I think the situation 
has definitely been a matter of progress. I think the broiler industry 
has grown by credit and perhaps it grew to the point beyond the peo- 
ple’s judgment to, shall we say, restrain the force of credit or any other 
force that might be at work, initiative of private enterprise, small 
businesses, who wish to make a profit and who wish to get in the 
business that looks like it has a good future. 

Mr. Brown. What concerns the committee though, Mr. Lenz, is 
that the Department of Agriculture says that the bounceback came 
more rapidly and the adjustments necessary in a free economy came 
more rapidly when growers were growing birds, processors were proc- 
essing birds and feed manufacturers were making and selling feed. 
Would you agree with that? 

Mr. Lenz. Well, I would only have an opinion, and I do not think 
that it necessarily follows that this, shall we say, cooperative share 
venture has been the result of it. I think there have been a lot of 
broilers grown and it is just a little more difficult perhaps, it is a little 
more difficult to bounce back. 

Mr. Brown. Perhaps it is a little more difficult to bounce back, you 
say ¢ 

Mr. Lenz. Yes; with the number of birds that we are dealing with. 

Mr. Brown. Do you ever get any objections from any of your 
Allied customers that you folks are competing with them in growing 
birds ? 

Mr. Lenz. Well, it isn’t vocal to the extent of being at the point 
where we felt that we had to change our policy. I would not say there 
had never been an objection, but it is not material in any form. 

Mr. Brown. Credit has been a very fundamental part of the growth 
of American industry throughout. Do you think that it can be abused 
and if abused sufficiently the entire purpose of credit can be lost? 

Mr. Lenz. Well, I have stated that I think there are some cases 
where credit abuse is prevalent and has been prevalent, but I think 
beyond that, no. I think it is a very useful tool and a necessary tool 
for continued progress in any business, 

Mr. Brown. There have been statements made in the record even 
by some major feed manufacturers that this credit thing is leading 
the industry to ruin and it is just like guaranteeing a feed manufac- 
turer profits on every ton of feed and so forth. Do you feel Allied 
Mills has contributed to that ? 

Mr. Lenz. Well, I would like to feel we haven’t, but I feel some- 
where along the line we, like everyone else, 1 would not just put us 
into the unique position of being there, but I think probably everyone. 

Mr. Brown. You think everyone in the industry ? 

Mr. Lenz. I would say to the extent that there had been abuses 
prevalent. 

Mr. Brown. In other words, you feel that your abuses aren’t any 
worse than anybody else’s abuses? 

Mr. Lenz. As a matter of fact, I would like to say I don’t think 
they are as bad. 

Mr. Brown. Mr. Sheehan. 
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Mr. Sueruan. Mr. Lenz, how long have you been connected with 
the feed industry ? 

Mr. Lenz. T wintys nine years, sir. 

Mr. Sueenan. Which certainly goes back far longer than the 10 
years that we are concerned about in 1 this sudden growth in the broiler 
industry. You stated on page 1 the fact—I am reading toward the 
end—“It was very obvious that in order to promote the use of com- 
mercially prepared feeds that credit would have to be provided.” In 
other words, I assume from that that due to the growth of the industry 
the only way it could continue to grow was by credit ? 

Mr. Lenz. That is correct, as I see it. 

Mr. SueeHan. I am no farmer; like yourself, TI come from the great 
city of Chicago. I understand that 15, 20, or 25 years ago both eggs 
and poultry were simply a byproduct of the farm. The chickens 
rooted as best they could and got their feed as best they could, they 
were brought to market and that was all. 

Mr. Lenz. That is right. 

Mr. SuHeenan. So in the 1940’s, when they developed the produc- 
tion of broilers on a commercial basis, the farmers could no longer 
take care of growing chickens in that old-fashioned manner; is that 
right ? 

Mr. Lenz. That is correct. 

Mr. Sureman. The use of credit was obvious because that is the 
only way the industry could have grown from its old state? 

Mr. Lenz. Yes, sir. 

Mr. Surenan. So although credit may have had and probably does 
have some abuses, it was absolutely necessary in order to bring this 
industry to the point where it is today ? 

Mr. Lenz. That is my belief. 

Mr. Brown. Would the gentleman yield at that point ? 

Mr. SHEEHAN. Yes, sir. 

Mr. Brown. When the farmer started giving up growing, going 
out of the business, and in many cases they were not farmers, they 
were workers who grew birds on the side; do you feel that if they 
had dropped out and supply had dropped accor ‘dingly that the price 
would have been sufficiently attractive so that people would have 
gone back in or that there would have been new ones come into the 
field ? 

Mr. Lenz. Are you talking about many years ago? 

Mr. Brown. Well, 5 or 6 years ago. 

Mr. Lenz. I don’t know the evolution of it. I don’t know that I 
could chart that with you. 

Mr. Brown. Is that not the normal operation of supply and 
demand ? 

Mr. Lenz. Weli, I think we will all agree that supply and demand 
is the thing that controls. 

Mr. Brown. Then would you not say that there was at least a 
factor that because of competitive conditions and the desire of a feed 
manufacturer to maintain his market position and all that rather 
than lose the volume that feed manufacturers moved in and started 
producing the birds themselves ? 

Mr. Lenz. Well, if you pardon me, Mr. Chairman, I made the 
statement that we moved in, shall we say, reluctantly, because we 
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had dealers who were in financial difficulty and we saw the hand- 
writing on the wall, as it were. So we per ‘haps could have divested 
ourselves of any interest and let him take the break, but we did not. 

Mr. Brown. Is that why you also moved into the field of growing 
birds yourself as a company ? 

Mr. Lenz. Yes. 

Mr. Brown. You weren’ ‘t protecting dealers, then ; were you? 

Mr. Lenz. Are you talking about last year ? 

Mr. Brown. Yes. 

Mr. Lenz. Well, this happened about 1954 or beginning of 1955. 
Now, last year we having begun an operation which we felt was com- 
pletely proper and we: also felt that in the year 1955 it was a good year, 
it was profitable for us, so this business has its ups and downs. It 
isn’t all loss. 

Mr. Surenan. Mr. Lenz, you have heard some of the previous 
witnesses in which at least 1 or 2 of the dealers have told the com- 
mittee that they are as mills or as dealers getting quite a bit of com- 
petition from the co-ops, which they allege have been financed largely 
through Government subsidy. Does Allied Mills have any ideas on 
that particular phase of competition ? 

Mr. Lenz. Well, all feed manufacturers are competition to us and 
the co-ops are very rugged competition. Beyond that I don’t think 
T can. 

Mr. Sueenan. Are they just normal competition that you would 
find from others, or abnormal ? 

Mr. Lenz. Well, I would say that they are not too much different. 
They may be in certain areas. Maybe I am not equipped to answer 
that effectively. I don’t have the information. 

Mr. Sueewan. Mr. Lenz, in your statement, the first par: graph 
on page 3, you hit something that I would like to call to the attention 
of not so much the committee here but the members of the industry 
that are present. You say there, and I am quoting: 

I believe that bringing this problem out in front of everybody, as is being 
done in this investigation, is a worthwhile contribution by the Government and 
should be helpful to industry. 

I personally cannot stress that too much, because in my own experi- 
ence here, and I can relate the experience of one of the subcommittees 
on which I serve under the very able direction of Mr. Roosevelt here 
in the oil industry. We have been investigating that industry for 3 
years and as a result of our investigations, although there has been 
no legislation, we have brought about much better relationships be- 
tween the dealers and the major oil companies. I also served on the 
aluminum investigating committee, and for a year and a half there 
was a very scarce situation in aluminum and due to our investigations, 

with no legislation, but we were able to bring the major manufacturers 
and processors of aluminum together with the dealers and between 
all that came out, all of the facts that came out in the hearing, the 
industry itself was able to get together and bring more order out of 
¢haos, and I think Mr. Roosevelt would bear me out, there was very 
much worthwhile work in the oil industry, and if our committee under 
the direction of Mr. Brown is able to bring the industry together, 
iron out and present some of these problems, I think we will have done 
a very worthwhile job. 

Mr. Lenz. That is absolutely correct. 
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Mr. Sueenan. That is all, Mr. Chairman. 

Mr. Brown. Mr. Roosevelt. 

Mr. Roosreverr. Mr. Lenz, I am learning a lot. I appreciate the 
opportunity. May I first refer to your statement on page 1, the last 
paragraph there: 

It was very obvious that in order to promote the use of commercially pre- 
pared feeds that credit would have to be provided. 

Do you think the greatest part of your promotion came through 
credit ? 

Mr. Lenz. Well, I don’t know that I would say that. I think it 
was the evolution. The small-time producer of poultry—shall we 
say {—was becoming a little larger and they were concentrating be- 

sause of area situations where the development was being encour aged. 
Therefore, there was credit necessary. However, it was also—I would 
say that credit played a very considerable part in this business, and 
we think that we have contributed a lot to the business through that. 

Mr. Roosever. In order to get the grower to use these new produe ts 
that you developed, you had to really give him the opportunity to 
finance it to get it done? 

Mr. Lenz. Yes; we did. 

Mr. Roosrvetr. Now, it seems to me rather obvious that Allied has 
made money from what you have said. Have you ever kept account 
of your credit losses?’ Have your credit losses been heavy over this 
period ? 

Mr. Lenz. No; our credit losses have not been heavy, sir. 

Mr. Roosevetr. That is what seems to me to be a paradox in some 
form. If the people are going out of business and things are so hard 
in those industries, and you are advancing credit to these people— and 
we have been told that part of the reason that these people are having 
such a bad time is because of the overextension of credit—I would 
think there would be considerable credit loss. We have had one insur- 
ance company here which had a very heavy credit loss, but you are 
doing it directly to the grower, aren’t you / 

Mr. Lenz. Primarily our method of oper: ation is through dealers, 
our dealers. I do not think it is just general that all dealers are losi ing 
money ; that they have other operations in which they are not perhaps 
making as much money and some are having losses, but it doesn’t 
necessarily follow that they are going out of business as a result of 
having a bad year. We, however, in “our—shall we call it a salvage 
operation for some of the dealers where we had to step in, we felt we 
had to step in, we, through our growing operation, then took a loss 
which is really not a credit loss, but it is a loss in an operation, you 
see. I would like to make that clear. I don’t want to get the unfair 
comparison that we didn’t have any losses. 

Mr. Roosrvetr. Looking over the exhibits that have been sent in to 
the committee, would you say it was an accurate statement to say that 
there is no set pattern of contract within the industry? To me this 
has been an amazing thing because I have never seen an indus try that 
had such a diversification of contracts. 

Mr. Lenz. That probably is very much of an understatement. I 
think that is right. We have a lot of them, and they vary competi- 
tively and by regions. 

Mr. Roosrvetr. Is that because of competition ? 
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Mr. Lenz. Sure; and the situations that develop—I mean, if the 
operation is less profitable, obviously the benefit to everyone along the 
line would be tailored so that somewhere along the line we share or 
participate to a degree in the lesser profit or some » Joss. 

Mr. Rooseveir. Well, now, in your company’s accounting procedure 
just what does the “past due’ * mean? When is a credit risk past due ? 

Mr. Lenz. A past-due account would be one if he is on a 30-day 
basis, and he hasn’t paid, we consider him past due, or 60 days or 90 
days, based on the type of operation he was in, if he should have paid 
in 90 days and hadn’t, we consider that a past-due account. 

Mr. Roosrvetr. You extend the 90 days not on the basis of a loan 
for a particular crop, but because of the credit standing of the indi- 
vidual or something else of that kind. 

Mr. Lenz. And based on a historic pattern we had with that indi- 
vidual dealer. 

Mr. Roosrveitr. Mr. Lenz, does Allied have any interest in proc- 
essing companies ¢ 

Mr. Lenz. No. 

Mr. Roosrvetr. None at all? 

Mr. Lenz. No. 

Mr. Rooseverr. Thank you very much, Mr. Lenz. 

Mr. Brown. Thank you very much, Mr. Lenz, for your help. We 
genuinely appreciate it. 

The committee would like to hear now from a representative of the 
Ralston Purina Co. 


TESTIMONY OF J. D. SYKES, VICE PRESIDENT, RALSTON PURINA, 
C0., ACCOMPANIED BY ANDREW M. STEVENS, CREDIT MANAGER, 
RALSTON PURINA CO. 


Mr. Syxes. Mr. Chairman, with your permission, I would like to 
have our credit manager, Mr. Andrew M. Stevens, sit with me. 

Mr. Brown. Raise your right hand. 

Do you solemnly swear that the testimony you are about to give 
before this committee will be the truth, the whole truth, and nothing 
but the truth, so help you God ? 

Mr. Sykes. I do. 

Mr. Srevens. I do. 

Mr. Syxes. I am J. D. Sykes, vice president of the Ralston Purina 
Co., of St. Louis, Mo. 

Mr. Srevens. And I am Andrew M. Stevens, general credit man- 
ager, of the Ralston Purina Co., St. Louis, Mo. 

Mr. Brown. Do you have a statement ? 

Mr. Sykes. Yes, sir; I do. 

Mr. Brown. Would you proc eed, Mr. Sykes? 

Mr. Sykes. The poultry industry today is one of the most basic of 
all industries in supplying the American publie with highly nutri- 
tious, tasteful, and appetizing protein for the human diet. The in- 
creased efficiency in the production of poultry meat and eggs during 
the past few years has resulted in the consumer being able to enjoy 
very high-quality products at attractive prices. 

Let’s first examine the broiler business, one that didn’t exist 35 
years ago and one that would not exist as we know it today without 
the research and production contributions of the feed industry. 
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Nutrition research has cut in half the amount of feed it takes to 
grow a broiler, from about 15 pounds to about 7144 pounds. Feed 
company research has also sought out and found the best sanitation 
practices, the most efficient equipment to use, the most dependable 
disease controls, the best flock-management methods. Not only have 
the birds been made to grow remarkably fast on a relatively small 
amount of feed, but mortality has been cut to the point where it is 
only a minor threat to a good and careful grower. These and other 
feed industry contributions have benefited the broiler grower and 
the consuming public. 

Likewise, the contribution of the broiler industry to the genera] 
welfare should not go unnoticed. A tremendous volume of highest 
quality meat has been furnished the consuming public at reasonable 
prices by our broiler growers. An important part of the human 
diet now consists of chicken meat. In 1956, every man, woman, and 
child in the United States consumed an average of 23.5 pounds of 
chicken meat. More than two-thirds of this was from broilers. All 
this was purchased by the consumer at very reasonable prices. Fryers 
and broilers have become an economical year-round meal. 

Another achievement of the broiler industry has been its ability 
to lower continually the cost of production through taking advantage 
of improved feeds and practicing more efficient management methods. 
This has lowered the cost of the product to the consumer, expanded 
markets, and extended the benefits produced by the broiler industry 
to more and more people. 

At the risk of oversimplification, the present situation in the broiler 
industry might be diagnosed as acute growing pains. This doesn’t 
mean that the pain isn’t severe. The careful and expert attention 
that is being cast upon the problem in this hearing may very well be 
a big step toward relieving that pain. 

The growing-pain diagnosis is simple to explain. Historically 
speaking, the broiler industry has sprung up from nothing to a 
gigantic business almost overnight. During the last 6 years it has 
more than doubled its size, from about 631 million birds produced 
annually to over 1.3 billion. 

This unprecedented growth was made possible by the existence of 
a al basic and sound conditions: 

There was a great consumer need and demand for the product. 

2 sroiler producers were quick to apply ever-increasing efficiency 
to production methods. 

3. There was a fair profit in the business for all concerned. 

Credit and financing represent the lifeblood of any industry, par- 
ticularly as it grows into big business. None of the great industries 
of America could have developed on a cash-as-you-go basis. As the 
broiler industry was making its spectacular gains in volume and 
stature, it attracted operating capit: al from many sources. Even the 
United States Government granted capital loans to growers through 
the PCA and the FHA. 

Finally, the broiler industry reached that point that all industries 
do, where production capacity equaled and even surpassed consumer 
demand at a profitable price. All segments of the industry, including 
credit and financing, has been geared to a swiftly expanding schedule. 
Suddenly the broiler production market was saturated. 
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The first serious situation of overproduction came in 1954, with 
resulting low broiler prices. However, the following year the rate 
of increase slowed down and production was brought back more 
nearly in line with demand. As a result, 1955 was a pretty good 
broiler year taking into account increased efliciency along with better 
prices. But the growing pains attacked again in 1956, following 
the success of 1955. 

This time the adjustment of supply to demand did not take place 
as quickly as in 1954. The previous recovery had inspired a feeling 
that the low prices were a temporary aggravation, and that the 
wisest course was to ride them out rather than cut back. 

There was by this time an abundance of capital available from 
many sources. It is not to be denied that some of the credit schemes 
encouraged overproduction. This was a natural backwash of the 
swift and optimistic growth of the broiler industry. However, even 
the lending agencies never forgot that everyone in the broiler busi- 
ness was in it to make a fair profit. If financial losses they were 
taking proved to be more than temporary, they would soon get out. 

The broiler industry today would seem to be at that stage in the 
growth cycle where it is emerging from the pell-mell expansion phi- 
losophy, and is sifting down to long-term practices geared to a 
steadier consumer market. While this sifting down process is having 
its effect, there are painful reactions. Inefficient operators are falling 
by the wayside. The promise of profit lies in volume, so operations 

are becoming larger and more efficient. Some lending agencies have 
already found they have financed on the adolescent schedules of 
breakneck expansion too long. Some have lost money on this financ- 
ing over the past several months. Some of the financing schemes 
that have underwritten overproduction have already been withdrawn. 

As long as a healthy supply and demand, profit and loss, process 
is allowed to operate, the broiler industry has within itself the means 
of curing its own ailments. While certain lending policies have 
admittedly had the effect of underwriting broiler ‘overproduction, 
that is not the long-range danger. These Tending schemes were in- 
spired by the profit incentive. When they show continued losses, 
they are sure to fall by the wayside sooner or later. The real danger 
lies in the possibility of a program of controls or restrictions that 
permanently underwrites overproduction. If and when such pro- 
grams are thrust upon the broiler business, the industry then will no 
longer have within itself the means of curing its own ailments. 

In the egg industry we see a less perplexing problem. It is true 
that egg prices have been low since last fall, so low that producers 
have found very little, if any profit in their flocks. This came about 
because earlier good egg markets inspired an overexpanded laying 
flock. But the outlook for the coming year is much more optimistic. 
USDA figures show that poultrymen have cut. back their chick re- 
placements by about 25 percent through March. In parenthesis there, 
Mr. Chairman, of course, I am referring only to laying flocks. This 
would indicate a considerable reduction in the total laying flocks. 

The same general situation exists in the turkey industry. Turkey 
growers in 1955 found that a turkey crop of 651% million was profit- 
able to all concerned. They may find that a crop of 80 million in 
1957 is not. If that is so, and if history is repeated, a cutback will 
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follow. Supply will be brought more nearly in line with demand, 
and profitable markets will return. 

In all agricultural production, it has been a historical fact that cycles 
adujsting supply to demand have resulted in period of famine and 
feast. We have moved from crisis to prosperity to crisis to prosperity 
with regularity. That is not a desirable pattern, but it does have the 
advantage of keeping the problem within sight of solution all the time. 
When artificial laws of economics are thrust into the picture, however, 
the possibility of solution slips so far away that it fades out of sight. 

If this committee can find, within the American system of free en- 
terprise, a solution to the undesirable pattern of famine and feast in 
the poultry industry, a real contribution will have been made to this 
very important segment of agriculture. 

Mr. Brown. That is quite a challenge to the committee, that last 
sentence, wouldn’t you say, to find a solution to the prolems of feast 
and famine? 

Mr. Roosevelt, would you care to ask a question ? 

Mr. Roosrvett. Thank you, Mr. Chairman. I appreciate your 
letting me proceed, if that is all right with vou, because I have got 
to run. I am interested in that last sentence because it implies that 
you feel that there is a need for eliminating the feast and famine cycle, 
and vet I think I gather from your statement that you generally feel 
that the thing for the Congress to do at least is to keep hands off, let 
the thing take care of itself; is that correct ? 

Mr. Sykes. Yes, sir, Mr. Congressman, that is correct. I do think, 
as Congressman Sheehan has stated so very nicely a few moments ago, 
that the attention that is being focused on this problem and as a result 
of this committee’s hearings can have nothing but a net effect of good 
for all concerned. 

Mr. Rooseverr. Well, now, the other day, Mr. Sykes, in some of 
the testimony it was indicated that some of the financial or credit 
policies in the industry could have been averted if there had been free- 
dom to get together and discuss credit policies without violating the 
antitrust laws, and in particular working out something along the 
lines of credit regulation that went into the automobile industry at 
a certain phase. Would you feel that if the industry were free to get 
permission from some agency such as the Federal Reserve to police 
themselves in the credit field, that the situation might be improved ? 

Mr. Sykes. Mr. Roosevelt, honestly I don’t know how to answer 
that question because of the many involvements that some of us have 
seen in other industries. I think our chairman, Mr. Straube, this 
morning covered very thoroughly the general thinking of the majority 
of industry members with respect to our attempts to try to correct our 
own problems in the credit practices that have been recommended. 

Now, of course, as he stated, there was some question on the part of 
Federal Trade about even that, and I think I am correct in saying that 
we have a letter in the files of the American Feed Manufacturers As- 
sociation to this effect, which is the usual letter that they found nothing 
in those trade practices as suggested for an educational purpose that 
were in violation of any of the present laws, and the reason that I am 
imminently familiar with that, those suggested credit practices came 
about when I was chairman of the board, the position that Mr. Straube 
now has. 
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Mr. Roosevett. Do you feel that in order to keep within the pattern 
of free enterprise that it is necessary for feed companies to be able to 
be in the broiler business themselves in order to maintain a reasonable 
competitive position ? 

Mr. Sykes. I think that a feed company is an independent and, I 
think that the judgment of that company as to what it can or cannot 
do or should do is a prerogative that certainly they have a right to 
exercise. 

Mr. Rooseveur. In other words, you see no real danger in the inte- 
gration of the industry ? 

Mr. Syxes. No, sir. 

Mr. Roosevert. That is all, Mr. Chairman. Thank you very much. 

Mr. Sykes. I would like to add something to that, if I might. 

Mr. Roosrvetr. Yes, sir. I wish you would. 

Mr. Sykes. We as a company, the Ralston Purina Co. as such—that 
is, in the name of the Ralston Purina Co.—never grew a broiler of our 
own until October of 1956. 

Mr. Roosrvetr. Now, what made you do it then ? 

Mr. Sykes. Because we have independent stores of our own, 24 in 
number to be exact, where, in this operation—and it has been brought 
out here many times—these growers are still free to make their de- 
cisions, contractual arr angements were made and if we held a customer 
we had to do the same thing. 

Mr. Suernan. By stores you mean retail stores 

Mr. Sykes. We have 24 retail stores, sir. I will be glad to sell 
them to you. 

Mr. SHeenan. I think we have enough problems now. 

Mr. Roosevetr. Thank you, Mr. Sykes. Thank you, Mr. Chairman. 

Mr. Brown. Mr. Sykes, you say that the Ralston Purina Co. in its 
own name has not grown birds extensively ¢ 

Mr. Syxes. That is correct, sir. 

Mr. Brown. Have Ralston Purina dealers grown birds? 

Mr. Sykes. Yes, sir. 

Mr. Brown. Would you say that is extensive ? 

Mr. Syxes. Yes, sir. 

Mr. Brown. Have company credit policies helped those dealers 
grow birds? 

Mr. Sykes. To the extent that the company’s credit policy extends 
credit to our dealers based upon a financial net worth and their 
ability and experience in the past to pay back that loan. 

Mr. Brown. Are you saying by that that there is no differentiation 
between credit extended on broiler feed and credit. extended on other 
feeds ¢ 

Mr. Sykes. That is right, sir. 

Mr. Brown. And because of credit policies for other feeds the short 
growing period of the broiler, for instance, makes those credit. terms 
advantageous in broiler growing, is that true? 

Mr. Syrxes. I don’t know whether I understand that, Mr. Brown. 

Mr. Brown. For instance, 90-day credit extension on fat‘ening 
livestock would not carry a man through the full fattening period, 
let’s say, but 90-day eredit—— 

Mr. Syxes. That usually runs from 120 days, sir, or more. 
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Mr. Brown. But credit extension of 90 days on broiler feed would 
cover the full growing cycle and then some? 
Mr, Sykzs. Oh, yes. 


Mr. Brown. Would you say that the Ralston Purina dealers have 
produced thousands of birds or millions of birds? 


Mr. Syxes. Yes. 

Mr. Brown. Yes to the millions? 

Mr. Syxzs. Yes. 

Mr. Brown. Would you say that that has been a factor in this 
general overproduction ¢ 

Mr. Syxrs. I think that the combined extension of all available cap- 
ital in the industry has been a contributary factor to our present 
position. 

Mr. Brown. Do you think that that has slowed down the bounce-back 
process in adjusting supply to demand ¢ 

Mr. Syxrs. Yes, sir, as a total. 

Mr. Brown. The chairman quoted earlier in these hearings a state- 
ment made by the president of the Ralston Purina Co., who was presi- 
dent then, I think that he is chairman of the board today, in which 
he really raised cain about these credit practices and said that they 
were bringing doom down on the industry. Does the company still 
feel that way ? 

Mr. Sykes. We feel the misuse of credit certainly. 

Mr. Brown. Do you think that contractual growing that guarantees 
growers or pays growers on a wage basis per bird has contributed to 
some of the problems in the industry ? 

Mr. Sykes. Again, I think, as our group has put in the record and 
as you did by reading it, that contract growing as such is not a straight 
credit problem. I think that all arrangements which have brought 
about more production are certainly contributing to the problem. 

Mr. Brown. When you say that if the Ralston Purina Co. were to 
engage in producing birds by a contractual arrangement that would 
guarantee a grower so much regardless of his efficiency or anything 
else, he would get a minimum per bird, is that really fair for the 
independent customer of that feed company who is producing birds 
in competition with these contractual arrangements? 

Mr. Syxes. Mr. Chairman, there are so many factors involved in 
that it makes it rather difficult. 

Mr. Brown. Does the Ralston Purina Co. grow birds that way 
contractually ? 

Mr. Sy«rs. I think I answered that question, sir. 

Mr. Brown. I believe you answered on company grown birds. 

Mr. Sykes. Only in our 24 independent retail distributive points. 

Mr. Brown. If you haven’t gone into it, you must feel that there is 
something wrong in it. 

Mr. Syxrs. Naturally we prefer to stay on the basis of selling 
through our dealers on cash or some terms that we have which are 
usually 30 or less or more days, but as developments are taking place 
in this industry we have to face some of these changes. 

Mr. Brown. You have to adjust your policies to meet competition, 
the demands of competition in some instances ? 

Mr. Sykes. Well, of course, I think that is a management decision 
that has to be made in many fields and certainly it is true in our field. 
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Mr. Brown. Has the Ralston Purina Co. ever extended credit to 
any one dealer or individual] for the purchase of chicks? 

Mr, Syxes. I think that is covered in the record that we submitted 
to you, sir. 

Mr. Brown. Has it ever advanced any credit for the purpose of 
purchasing any equipment on an extensive basis? 

Mr. Syxes. In a very limited amount, and that is also in the record 
that we submitted, sir, 

Mr. Brown. Again, I say we are not prying. We are just trying to 
establish it. While the Ralston Purina Co. was on record as early 
as 3 or 4 years ago, on public record, in opposition to some of these 
credit practices, apparently the company felt that, in order to meet 
certain competitive conditions that it thought existed, it had to get 
in and slug it out with some of these people; is that true? 

Mr. Sykes. That is true; and I think if you will read Mr, Dan- 
forth’s statement carefully you will find that he also expressed that 
at the time he made the speech that you have referred to. 

Mr. Brown. In view of that and the highly competitive nature of 
the business, assuming that 75 percent of the feed manufacturers in 
the country would like to see this situation straightened out and credit 
kept on a sound basis; do you think the industry itself can do it? 

Mr. Sykes. Yes, sir; I think they will do it. 

Mr. Brown. Have they done it! 

Mr. Syxes. No, sir; and I don’t think we have gone far enough in 
our losses to make us adjust to that position and certainly we will do 
it when our losses are of sufficient nature. 

Mr. Brown. But by that time do you feel there will be fewer persons 
in this business than there are now ? 

Mr. Sykes. Naturally. 

Mr. Brown. Do you agree with some of these witnesses we have 
had that it may be following the pattern of the automobile business ? 

Mr. Sykes. That might be a long time off. I don’t think it will 
happen in the next few years. With 6,000 feed manufacturers and the 
very nature of our business on a local level basis, I can’t visualize 
us reaching the point of the feed manufacturing industry being in 
the hands of a very relatively few people. 

Mr. Brown. Do you feel that it is particularly advantageous to a 
feed manufacturer to supply what has been called a captive market in 
this business that is a sharecropping market ? 

Mr. Sykes. Not necessarily. 

Mr. Brown. Do you think that the industry is better off today after 
getting into this sharecropping and so forth than it was back when 
growers were growing birds and feed manufacturers were producing 
feed and selling feed ? 

Mr. Syrxes. Well, that all depends upon the interpretation, Mr. 
Chairman, that you have on that. As the previous witnesses have 
testified, our industry has grown because of a growth of the poultry 
industry. It is a natural thing, and in that growth we have made a 
reasonable profit. 

Mr. Brown. For the record, you have just heard the bells calling us 
to the floor and we must go and answer the rollcall. Would it possible 
for you to come back in the morning to answer some questions Mr. 
Sheehan has and that the committee might have for you, Mr. Sykes? 
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Mr. Syxes. Yes, sir. 

Mr. Brown. There is nothing imperative about it, you understand, 
but we would like to have you. 

Mr. Syxes. If I may, I will excuse Mr. Stevens because he is on 
vacation, and if there are any terms or things that you might ask 
about that I don’t have the intimate knowledge of that is his business, 
we will supply it to the committee. 

Mr. Brown. It can be supplied later. 

Thank you very much, Mr. Stevens and Mr. Sykes for joining us. 
We will continue in the morning. 

(Whereupon at 12:15 p. m., the committee recessed to reconvene 
at 9:30 a. m., Wednesday, May 15, 1957, in room 362, Old House 
Office Building.) 
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WEDNESDAY, MAY 15, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE NO, 6 on Foop INDUSTRIES OF THE 
SreLtect CommMirres To Conpucr A STupy AND 
INVESTIGATION ON THE PRoBLEMS OF SMALL BUSINESS, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 9:35 a. m., in room 
362, Old House Office Building, Hon. Charles H. Brown (chairman 
of the subcommittee) presiding. 

Present: Representatives Brown (presiding), McCulloch, and 
Sheehan. 

Also present: Mortyn K. Zietz, special counsel, and Victor P. 
Dalmas, adviser to minority members of committee. 

Mr. Brown. The committee will be in order. 

We will resume with the representative of the Ralston Purina Co., 
Mr. Sykes. 


TESTIMONY OF J. D. SYKES, VICE PRESIDENT, RALSTON PURINA 
CO., ACCOMPANIED BY ANDREW M., STEVENS, CREDIT MANAGER, 
RALSTON PURINA CO.—Resumed 


Mr. Brown. When we recessed yesterday we were discussing factors 
that have tended to increase the production of broilers in the United 
States in recent years. Let’s pursue that just a little bit. Without 
vetting into specific detail, however, this is public mformation; was 
1956 a good year earningwise for the Ralston Purina Co. ? 

Mr. Sykes. Yes, sir. 

Mr. Brown. Was it one of the best in the history of the company ? 

Mr. Sykes. Yes, sir. 

Mr. Brown, Was it the best? 

Mr. Sykes. No, sir. 

Mr. Brown. But one of the best? 

Mr. Sykes. That is correct. 

Mr. Brown. Did the Ralston Purina Co. engage in any impair- 
ment insurance program for broilers grown by dealers or broilers 
serviced by dealers in 1956? 

Mr. Syxes. With your permission, sir, since Mr. Stevens handles 
that end, I would like for him to answer the question. 

Mr. Stevens, Yes, sir. 

Mr. Brown. We would be most happy. 

Mr. Stevens. Yes, sir. 
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Mr. Brown. Had you ever engaged in a program of that kind in 
previous years ? 

Mr. Stevens. No, sir. 

Mr. Brown. Did the insurance people come to you with the idea 
or did you go to the insurance people with the idea ? 

Mr. Srevens. Our dealers came to us and said they had to have it 
and they heard it was available, and then we did some checking 
through our insurance representatives and found that it was avail- 
able and it was a sort of a joint proposition. 

Mr. Brown. Was there a substantial number of dealers who par- 
ticipated in the impairment insurance program ? 

Mr. Srevens. A small percent of our dealers participated, as I re- 
member. 

Mr. Brown. In the commercial broiler areas though, Mr. Stevens, 
where broiler growing is a big facter in a dealer’s business, was the 
participation substantial ? 

Mr. Stevens. I would not say substantial ; ; no, sir. 

Mr. Brown. Was the company’s experience with the impairment 
insurance program satisfactory enough that the company would have 
liked to have continued it for its dealers? 

Mr. Stevens. No, sir; we would not like to continue it because we 
don’t believe that it is an insurable risk. 

Mr. Brown. At the time that you went into the program, did you 
have any feeling that it might be taking some of the risk out of the 
broiler growing “and that it ‘might increase production substantially ? 

Mr. Srevens. I don’t know whether I am quite qualified to answer 
that question or not, Mr. Brown. I would say that probably it 
was felt it would maintain rather than increase. 

Mr. Brown. Maintain volume? 

Mr. Stevens. Yes. 

Mr. Brown. In recent years with the improvement in the quality 
of feed and the lessening of pounds of feed required to produce a 
broiler, and with the competitive nature of broiler growing and the 
reduction in price and in margin spreads and so forth, the struggle 
on the part of the feed manufacturer has been to maintain volume 
rather than to increase volume, perhaps, hasn’t it? 

Mr. Srevens. Well, I don’t think I can adequately answer that 
question. 

Mr. Brown. Could you answer that question, Mr. Sykes? 

Mr. Sykes. I think all of us are interested and striving at all times 
to increase volume in every way we can. 

Mr. Brown. We have had testimony before the committee that it is 
essential in these times of increased efficiency and changes in broiler 
production and so forth for an operation to become integrated. Do 
you feel, as one of the largest, if not the largest, feed manufacturers 
in the country that you can compete for the sale of feed with a man 
who is processing and growing birds and so forth and mixing his own 
feed ? 

Mr. Syxes. We don’t know yet. We haven’t gotten into integra- 
tion. 

Mr. Brown. In the past you have said that your broiler growing 
activities haven’t been extensive, that you have expanded some 
financing, but basically are you still in the business of selling feed ? 

Mr. Syxes. That is what we hope we are in. 
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Mr. Brown. You don’t know whether a feed manufacturer can 
continue in the business in these times just selling feed ? 

Mr. Syxes. If you are looking forward, no, sir, I can’t answer 
that. 

Mr. Brown. Are you fearful in any way that some of your buyers 
may become so large that they will go into competition with you? 

Mr. Sykes. We have that happening every day. 

Mr. Brown. Just to put in a little economic theory here. It has 
been the American system, hasn’t it, that there must be an economic 
reason for anyone’s existence in any field, and that if a manufacturer 
can’t get along just producing and selling feed, what is the future of 
the feed business ? 

Mr. Syxes. Well, he may have to integrate, Mr. Chairman. As 
I say, we haven’t yet. We don’t know. I honestly don’t know. If 
it is a trend and the situation arises where we feel that we have to 
then that will have to be our management decision. 

Mr. Brown. With the vast resources of a company such as yours, 


if you did integrate, you could put a lot of broiler meat on the market, 
couldn’t you? 


Mr. Syxes. Yes, sir. 

Mr. Brown. Do you think that would help the situation ? 

Mr. Sykes. Well, as I stated yesterday, Mr. Chairman, I believe 
that the law of supply and demand will take care of this thing in the 
long run. I will grant you that the time element of resiliency or 
bounce-back here has been longer than most of us anticipated but it 
has always taken place sooner or later. 

Mr. Brown. Let’s get right down to cases on that. The hope is for 
the bounce-back. It has been delayed in recent months. The Ralston 
Purina Co. is a big factor in the industry. When you saw that the 
delay existed and that it was going to be slow in bouncing back and 
yet you knew that a good market was essential for the grower of 

roilers, what did you do about it ? 

Mr. Syxes. We did two things very specifically: No. 1, in our own 
company-owned retail stores, which I mentioned yesterday, we cut 
back 20 percent. We advised our dealers through our educational 
processes that we have of the situation and encouraged them. Now, 
after all, our dealers are independent businessmen and we cannot force 
our opinion on them in their decisions. 

Mr. Brown. The president of your company years ago stated that 
eredit was such a factor. Did you change your credit policies in any 
way ? 

Mr. Syxes. No. sir, because we have not insofar as I know extended 
credit except on the basis of a man’s financial net worth and his ex- 
perience and ability to repay the amount of credit we extended. 

Mr. Brown. That is so true in the short run, but in the long run 
if credit becomes a factor of overproduction which contributes to a 
man’s losses, eventually his net worth would be impaired, would it 
not ? 

Mr. Syxes. Correct, and, as I stated yesterday, when we reach that 
point and the losses are sufficient I think you will see all of us cutting 
back, including the dealers. 

Mr. Brown. Do you think that if there were just a few minor ad- 
justments in credit policies along the way down it wouldn’t be re- 
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quired for it to go through the total washout process of serious bank- 
ruptcies and losses and so forth ? 

Mr. Syxes. Mr. Chairman, I don’t think you will go through the 
total process of a washout. I think in any other situ: ition that I have 
ever known about, why, it is severe, yes, but then enough people begin 
to pull back that you ‘don’t have a total washout. In other words, I 
can’t visualize it. I think the broiler industry is as stable an agricul- 
tural industry as we have today. 

Mr. Brown. I am not going to argue that point. All industry may 
be unstable, but this one certainly leaves something to be desired right 
at this time, does it not / 

Mr. Syxes. Yes, sir. 

Mr. Brown. The committee has had letters from Ralston Purina 
dealers in various sections. One of them, I recall, stated that the man 
had lost $17,000 last year in the broiler business. Didn’t that impair 
his net worth ? 

Mr. Sykes. Naturally. 

Mr. Brown Do you feel that a minor adjustment in credit might 
save 7 at man ‘from going through the total washout ? 

Mr. Srevens. Well, to specific ‘ally answer your question, Mr. Chair- 
man, I think we come right back to the independent businessman, and 
you set up a line of credit for him basing it on his net worth and what- 
ever your terms are for that particular operation. Since he is an inde- 
pendent businessman, you cannot tell him and we would not want to 
tell him, Mr. Smith, you may not use your credit. Now, he pays his 
bills, pays them promptly, he has ample net worth to take care of his 
obligations with you, and so you continue with him on that. basis so 
long as his net worth is ample. Now, if his net worth is impaired to 
such an extent that your credit granted is unwise, then you should, and 
in a number of cases we have, cut back with our dealers on the line of 
credit that they have had. 

Mr. Brown. Does the Ralston Purina Co. ever consult with its 
dealers on such things as management practices, store fronts, locations, 
and general credit activities, and so forth, counseling with them to 
show them the way they can make more money ? 

Mr. Sykes. We do that as a continuous service to all of our dealers, 

Mr. Brown. Wouldn’t a part of that counseling and all well include 
in a difficult period of the broiler situation telling them, “Now, look, 
let’s cut down on this use of credit on broiler feed. Let’s try to get this 
thing under control,” would that be a practical situation ¢ 

Mr. Sykes. As I stated earlier, we did that very thing last year. 

Mr. Brown. Were you successful? Did the tonnage of broiler feed 
reflect the results of those activities ? 

Mr. Sykes. Our total tonnage did not go down, Mr. Chairman, but 
I know you had one of our dealers on this witness stand last week and 
in that particular case that dealer did cut back. I think he so stated 
in his testimony. 

Mr. Brown. But there must have been a lot of dealers who didn’t. 

Mr. Sykes. Again, our dealers are independent businessmen and, as 
I have said, everything else being equal, Mr. Chairman, we cannot 
force them to reduce their operations. 

Mr. Brown. Do you have on this credit—I judge that it is like every 
other company that your credit policies vary all over the lot with these 
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various dealers. In any instance have you ever had an arrangement 
where to a grower of broilers or turkeys, where you would furnish the 
feed, the dealer would service the account, and any losses that resulted 
could be postponed for a 2-year settlement / 

Mr. Srrvens. Not up to January 1 of this year. We are trying 
an experiment in New England at the present time. 

Mr. Brown. Is that experiment on turkeys? 

Mr. Syxes. No, just broilers. We have had nothing on turkeys 
anyplace. 

Mr. Brown. With a bad year in 1956 for broiler growers, not nec- 
essarily a bad year for feed manufacturers—in fact, it wasn’t a bad 
year for feed manufacturers—do you think that that is easing the 
load and might tend to keep some people in the business who other- 
wise would cut back or maybe get out ? 

Mr. Stevens. To the best of my knowledge these people are good 
broiler growers and have raised the same number of birds. In some 
cases they are raising fewer birds than they did last year, but they 
are good broiler growers and they have adequate financial net witth 
to justify the credit setup, and it is the same situation that you have 
on other growers where they have said we must have that in order 
to stay with you. 

Mr. Brown. Did you counsel with those people and say, “Now, 
look, this situation got real rough last year. Will you please ¢ grow 
20 percent or 10 percent fewer birds than you did last year?” 

Mr. Sykes. I can’t answer that question. I don’t really know. 

Mr. Brown. What is your general opinion, that they are going 
to grow roughly the same number that they erew last year? 

Mr. Syxes. My general opinion is that they will grow approxi- 
mately the same number, possibly some less. I think it will depend. 
They recognize that any losses are their losses, an’! I think it will 
depend upon whether or not the market situation is profitable. 

Mr. Brown. But if they can postpone settlement of those losses 
for a number of years, it might tend to lead to some activities that 
otherwise would be considered too big a risk, would it not? 

Mr. Stevens. Well, I think they are good businessmen, and they 
know they are going to have to pay the bill. 

Mr. Brown. When the American Feed Manufacturers Association 
tried to reach agreement at Chicago adjusting credit, getting it on 
a stable basis, more realistic basis in the broiler field and reducing 
the pay back to 45 days, they reached the agreement that nobody 
would abide by it. Would the Ralston Purina Co. have abided by 
it? 

Mr. Srevens. Yes, we have said both through the now chairman 
of the board and other officers of our company that we are willing 
providing we can get everybody else to do the same thing. 

Mr. Brown. In other words, it has to be unanimous or it won’t 
work? 

Mr. Sykes. Generally speaking, it won’t work. That is right, 
practically so. 

Mr. Brown. Mr. McCulloch. 

Mr. McCutxocn. No questions. 

Mr. Brown. Mr. Sheehan. 

Mr. Surenan. Mr. Sykes, Ralston Purina has been in the feed 
business a long time, hasn’t it? 
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Mr. Syxes. Something over 60 years, sir. 
Mr. Sueenan. You are the dominant people in the industry, are 
you? 

Mr. Syxes. That is the position that we are in, I presume. 

Mr. SuerHan. Roughly, what percent of your business is attribu- 
uted to feeds? 

Mr. Syxers. Mr. Sheehan, our company is a close corporation, and 
as the evidence has been presented to the committee we do not break 
down for publication. Iam sorry, sir. 

Mr. Sueenan. That is perfectly all right. We don’t want anyone 
to give out anything that may be harmful to them competitively. I 
am only asking that for the purpose of trying to arrive at the pro- 
portion of your business that was poultry, devoted to poultry feeds, 
comparing it in 1940 and 1947 and 1957, to find out whether or not 
this big increase in the poultry business has been spread along the line 
to all of the feed manufacturers or whether your position is in any 
better or worse condition than your competitors. 

Mr. Syxes. Mr. Sheehan, I will answer the first part of your ques- 
tion. You have a double-barreled question, sir. Livestock chows, as 
we term them, are the predominant part of our business. Our pat- 
tern of poultry total tonnage as a percentage of the total of the com- 
pany will follow within a fraction of a percent of what the industry 
does, 

Mr. SHeenan. In other words, you are keeping pace with the in- 
dustry. 

Mr. Syxes. And we haven't gone up or down within a fraction of 
a percentage over the period of the years that we have had these 
financial reports—not financial reports, excuse me—statistical reports. 
Our tonnage pattern has followed that of the industry with very, 
very slight variance. 

Mr. SHEEHAN. As you know, it has been testified by several of the 
feed people here he fore that they have been getting quite a bit of com- 
petition from cooperatives, and I was just wondering whether or not 
vour company felt any of the effects of that competition. As you 
know, cooperatives have not been financed by Government money, but 
they have been aided by agencies set up by the Government. 

Mr. Sykes. Naturally any feed m: nufacturer in the true sense of 
the word is a competitor. Our business has continued to grow, and 
we would like for it to be larger. 

Mr. SHeenan. No one can object to that aim. However, you did 
say in answer to a query by Mr. Brown that very frequently you 
found out that a user or a buyer got to a certain stage or got so big 
that he would go into business for himself or some words to that effect 
and you lost a custome 

Mr. Sykes. Yes, sir. 

Mr. SHEeenan. Now what I am interested in—I am not trying to 
pry into the Ralston Purina affairs—but it has been alleged by people 
writing to this committee that credit is one of the problems that have 
brought on this overproduction. I don't necessarily believe that, but 
we want to investigate it, and n: iturally if you are selling feed to a 
grower or a group of broiler growers and you have a good substantial 
business with them and all of a sudden they put up a “mill and manu- 
facture their own feed, obviously they are not going to get the money 
from you to do that? 
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Mr. Sykes. That is correct, sir. 

Mr. SuernHan. So what I am interested in from the committee 
standpoint is your particular experience or personal opinion as to how 
or why you lose these particular customers because obviously you are 
able to complete with your own people in your own industry, are you 
not ¢ 

Mr. Syxes. Yes, sir. 

Mr. SureHan. You wouldn’t be as big as you are if you weren’t 
able to. 

Mr. Sykes. You see this whole livestock industry and the accept- 
ance—you take the USDA figures of commercial rations has been on 
an ascendancy for a number of years. Mr. Straube’s figures showed 
how the industry has grown, and we have grown along with it. If 
we lose, and we have had this happen many, many times, as I have 
said. It happens almost every day that in some cases big customers 
have decided to put in milling machinery of their own. In some cases 
we will be able to supply them with concentrates and remain a part 
of that business. In others they become complete manufacturers. 

Mr. SurpHan. What I am getting at, Mr. Sykes, is there any pat- 
tern in the type of operation engaged in by the people who conduct 
their own mill facilities ? 

Mr. Syxes. No, it varies all over the lot. 

Mr. Sueenan. That is all I wanted. I wanted to pursue that be- 

cause obviously it isn’t a question where any particular type of opera- 
tion, like a co-op or something, is a majority factor. 

Mr. Sykes. No. 

Mr. SuerHAn. You also stated that through these retail groups 
or stores that you own that you did engage in the broiler business 
yourself ? 

Mr. Syrxes. In the growing of broilers on a contractual arrange- 
ment beginning last October, that is, October of 1956, when our grow- 
ers came to us and said, “We want to stay with you, and this is the 
only way we can see that we can doit.” 

Mr. SuerHan. Of course, you entered into the picture by making 
an agreement or contract to sell them the necessary feeds so ‘that they 
could continue to grow the broilers. Now, did you or did you not 
favor these particul: ir contract; people pricewise as against anybody 

else in the industry ? 

Mr. Syxes. Our prices are in the official record, and those are the 
basic prices that all customers pay. 

Mr. Sueenan. In other words, then you did not encourage over- 
production by making a special price to people that you were closely 
connected with: is that right ? 

Mr. Syxers. No, sir. 

Mr. Brown. At that point will the gentleman yield? 

Mr. SHrenan. Yes. 

Mr. Brown. You are speaking of prices to Purina dealers; are 
you not? 

Mr. Sykes. Yes, Mr. Chairman, and in answer, if you want me to 
elaborate on that, with respect to our own company-owned stores 
they operate off exactly the same pricelist as any independent dealer 
does. 
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Mr. Brown. But by the same token could you guarantee in that 
statement that no dealer has made a price differential 

Mr. Sykes. No, sir. 

Mr. Surenan. That is all, Mr. Chairman. 

Mr. Brown. Mr. McCulloch. 

Mr. McCuttocn. Well, if your dealer did make price differentials 
to the same type of producer, they would be running afoul of the anti- 
trust laws as are now on the statute books; wouldn't they ¢ 

Mr. Syxes. That is my impression of the law. I am not a lawyer, 
sir. 

Mr. McCutsocn. You would not encourage that sort of thing. 

Mr. Syxes. No, sir. 

Mr. McCutiocu. Would you countenance it if you knew it were 
going on? Would you countenance your dealers giving favorite terms 
or conditions to producers similarly situated one over the other? 

Mr. Syxes. We would not permit it in our own retail stores. We 
do not have control of our dealers, sir. 

Mr. McCutiocn. What is the longest terms of credit that you ex- 
tend to independent dealers which handle your products ? 

Mr. Syxres. May Mr. Stevens answer that, sir? He is our credit 
manager. 

Mr. McCutiocn. That is in the broiler field, the poultry field. 

Mr. Srevens. Ninety days. 

Mr. McCvtxiocn. There is no credit extension over a period of a 


year or more. 
Mr. Srevens. No, sir: not in broiler feeds. 
Mr. McCutiocn. Do you charge an interest for this type of credit? 


Mr. Srevens. Yes, sir. 

Mr. McCutiocn. What advantage would a store which paid cash or 
followed your generally accepted terms have over a person or over 
a feed dealer which had 90-day credit allowance? 

Mr. Stevens. The dealer that pays cash gets the benefit of the regu- 
lar price. The dealer that at finances for 90 days pays 6 percent interest 
or whatever the interest charge is. 

Mr. McCutsocu. Now, do you know whether there is any general 
practice followed by independent dealers with respect to prices where 
cash is paid and where they extend credit for 90 days or any pattern 
in that field? 

Mr. Stevens. No, sir: Iam not able to answer that question. 

Mr. Brown. Would the gentleman yield at that point for a question ? 

Mr. McCutiocn. Yes. 

Mr. Brown. Mr. Stevens, does the Ralston Purina Co. engage in 
any delivery receipt type of financing where the dealer delivers and 
services the account, but where the dealer gets a delivery receipt note 
for the customer which he in turn endorses back to the company ? 

Mr. Srevens. In the broiler field ? 

Mr. Brown. In any poultry field? 

Mr. Stevens. In turkeys; yes. 

Mr. Brown. In turkeys? 

Mr. Srevens. Yes. 

Mr. Brown. Does this mean that in the turkey field in those in- 
stances that you actually carry the credit of the customer rather than 
the dealer ? 

Mr. Stevens. Yes. 
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Mr. Brown. Does the customer pay any premium for that type of 
financing ? 

Mr. Srevens. Yes; he pays a finance charge. 

Mr. Brown. A finance charge. In that instance a dealer is more or 
less of a trucking man, that is, delivery man; is that right? 

Mr. Srevens. Well, he is the merchant in the area and furnishes 
certain services, whatever they may happen to be. 

Mr. Brown. Does he get paid for those services ¢ 

Mr. Stevens. Yes. 

Mr. McCuu.iocn. Is your company engaging in any activity in the 
poultry industry where it owns the chicks! 

Mr. Sykes. Yes, sir; in our retail stores, Mr. McCulloch. 

Mr. McCutiocu. How widespread is that activity ¢ 

Mr. Sykes. Very limited, practically in the Southeastern States. 

Mr. McCuuiocu. Is that kind of activity a comparatively recent 
one? 

Mr. Sykes. No, sir; we have had stores for many years. In fact, 
our number of stores today is about one-fifth of what it was 15 years 
ago. 

Mr. McCuiiocnu. You are encouraging independent, small dealers ? 

Mr. Syxes. Congressman, we would not own a company-owned store 
in any area if we could get a type of dealer with the financial backing 
who could handle the business. 

Mr. McCuutiocn. I am glad to know that that is a course of action 
which you have been following. Would you have any idea how many 
chicks or poults are owned by your company now ? " 

Mr. Sykes. No, sir, Mr. McCulloch. 

Mr. Stevens. I can’t give you that figure right now. 

Mr. McCut1ocn. Would it be hundreds of thousands? 

Mr. Srevens. Yes. 

Mr. McCuniocu. Would it be more than a million ? 

Mr. Stevens. It would be more than a million, but I can’t tell you 
how many more. It would be less than 10. 

Mr. McCutiocn. Less than 10? 

Mr. Srevens. Yes. 

Mr. McCutxocn. And that is the best estimate that you can give us. 

Mr. Srevens. As of now; yes, sir. I don’t have the figures with me. 

Mr. McCutiocn. Would you care to furnish us with those figures? 

Mr. Stevens. Yes. 

Mr. Syxes. We will be glad to, sir. 

(The information referred to is as follows :) 

St. Louts, Mo., May 16, 1957. 
Hon. Cuarves H. Brown, 
House Office Building, 
Washington, D. C.: 

Our records show that in the brief time that we have been contracting, October 
1956 through April 1957, with more than 6 million broilers involved, we have had 
an overall reduction of 5.31 percent. February of 1957 as compared to January 
of 1957 shows a reduction of placements of 31 percent. 

RALston Purina Co., 
J. D. SyYKEs. 

Mr. Brown. Is this amount the same, more or less, than the com- 
pany owned last year? 

Mr. Syxes. Materially less, sir. 
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Mr. Brown. The committee likes to hear that. 

You have stated that it 1s the company policy to extend credit on 
the basis of a man’s net worth primarily. Now, let’s see, in this 
broiler business it can change every 10 weeks. How often do you ask 
for a financial statement from this customer / 

Mr. Srevens. We insist on a financial statement every year. In 
some instances on accounts that we are watching very carefully we 
may require one more often. 

Mr. Brown. If a man’s net worth were impaired by one disastrous 
batch of broilers it would not necessarily reflect in his statement to 
the company until about 9 months later, is that correct, sir? 

Mr. Srevens. Well, that is possible. I hope we are watching them 
more carefully than that. 

Mr. SHeenan. Will the gentleman yield? 

Mr. Brown. Yes, sir. 

Mr. Sueenan. Mr. Stevens, then your company is far beyond the 
usual vigilance of the credit company where people lend money to a 
customer as long as he pays his bills; they don’t question what the 
balance sheet is, isn’t that right? 

Mr. Stevens. We are watching them carefully and spending a lot 
of time and money doing it. 

Mr. Sueenan. I am saying what you are doing is far beyond the 
usual business practice. 

Mr. Stevens. I guess so. 

Mr. SHeenan. Most people don’t require a balance sheet from the 
companies they do business with even once a year. 

Mr. Srevens. Yes. 

Mr. Brown. In this particular business where credit covers not 
only the initial chick but the feed and everything connected with it, 
a feed manufacturer engaging in such credit practices has a vital 
stake and has to watch it pretty closely, doesn’t he ? 

Mr. Stevens. Yes, sir. 

Mr. Brown. Could you give the committee a statement—and again, 
we are not trying to pr y—of the percentage of your dealer accounts 
that have credit terms beyond 30 days as against less than 30 days? 
Would it be more than 50 percent ? 

Mr. STEVENS. “a Chairman, I just couldn’t give you an estimate of 
that as of now. I don’t have it. I couldn’t. be reasonably accurate 
at all. 

Mr. Brown. This committee would like to think that one of the 
results of these hearings, because we have a genuine desire to help, 
would be that there could be an improvement in the broiler market. 
I am sure that everyone connected with this industry here at these 
hearings today shares that goal even more than this committee because 
you have a financial interest at stake. Do you feel that as a result 
of these hearings you might go back to your company, the Ralston 
Purina Co., and take another look and see if there is anything you are 
not doing that you might do to try to correct this situation ? 

Mr. Syxes. Mr. Brown, we do that continuously, as I have ex- 
pressed awhile ago. As I expressed yesterday, I am sure that the 
total effect of this type of thing and the thing that has been going on 
in this hearing has focused enough attention and I feel positively. the 
net result will be good for all of us, 
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Mr. Brown. I think the history of farm legislation will show that 
the quickest way to controls and a lot of Government interference is 
for an industry to get into so many troubles that it can’t correct them 
itself; would you agree with that ? 

Mr. Syxes. Historically. 

Mr. Brown. There are a couple of bills, I understand, in the other 
body right now that mean controls of the poultry industry similar 
to controls in other fields of farming. This committee has had nu- 
merous letters in favor of those bills and similar legislation. I suspect 
if the broiler market doesn’t improve and if the “turkey market gets 
real bad this year, this committee will probably get more letters like 
that. Asa personal appeal from the chairman, not as an official act of 
this committee, I would like to appeal for everyone in this industry to 
try his best to adjust this production to more in line with demand. 
Thank you very, very much for your help. 

Mr. Syxes. Thank you, Mr. Chairman. 

Mr. Srevens. Thank you, Mr. Chairman. 

Mr. Brown. The committee would like to call now the representa- 
tive of Swift & Co. 

Mr. Brown. Mr. Prindeville, will you stand please ? 

Do you solemnly swear that the testimony you are going to give 
before this committee will be the truth, the whole truth, and nothing 
but the truth, so help you God? 

Mr. Prinpvevitte. I do. 


TESTIMONY OF C. T. PRINDEVILLE, VICE PRESIDENT AND 
DIRECTOR OF SWIFT & CO. 


Mr. Chairman, my name is C. T, Prindeville. I am vice president 
and a director of Swift & Co. One of the departments coming under 
my jurisdiction is the feed department. In the mixed feed business 
we are a very small percentage of the industry, although for many 
years we have been producers of protein feed materials such as soy- 
bean and cottonseed meals, meat scraps, and tankage. 

Our policy with regard to poultry feed sales has been to grow our 
business on a profitable basis, by rendering an efficient service for the 
many small businesses that make up the “poultry growing and feed 
dealer industries. 

We have endeavored to develop a program by which we could get 
these local feed dealers to handle our feeds and sell them to broiler 
growers—with no strings attached. There is a great deal to recom- 
mend this straightforw ard method of doing business; each person is 
on his own, assuming his own business risks both with respect to in- 
ventory ownership and with respect to future markets. 

On the other hand, we all have to recognize that the amount of 
working capital—in addition to land and broiler houses—required 
for the conduct of a feeding program is very considerable, particu- 
larly for the small independent grower. Prices of finished broilers 
fluctuate rapidly in view of the highly perishable nature of the prod- 
uct, and there is almost no possibility of altering the time at which 
a particular flock must be sent to market. 

Obviously this calls for a service which enables the broiler industry 
to spread its risks as well as to acquire necessary credit during the 
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relatively short growing period. We have been reluctant to enter the 
business of granting broiler credit. However, competition frequently 
leaves no choice in such matters and in order to operate our business 
successfully we have been obliged to make a considerable number 
of commitments to underwrite the financing of broilers by local 
dealers, to finance the grower direct, and even ‘at times to put out our 
own birds with growers. We did not start the practice of financing 
or owning broilers. 

We have offered very little direct encouragement to individuals to 
go into the production of broilers, our practice having been to rely on 
local dealers to find growers who would raise broilers on their own 
account, or perhaps for the dealer’s account, or on occasion for our 
account. 

What has been said here also applies in general to our sales of turkey 
feeds and egg feeds. 

At the present time we are not raising any laying chickens for our 
own account. We are raising about 9,000 turkeys and have growing 

arrangements for about 44,000 broilers for our account. The ‘extreme 
smallness of these figures is apparent when we compare them with the 
annual crops of 70 to 80 million turkeys and 114 billion broilers. 

Our financing of poultry growers and dealers consists primarily of 
selling them feed on extended terms, the extremity of these terms being 
the time that it takes to raise and market the birds or bring laying 
flocks to the age where the egg returns equal the cost of raising the 
birds up to that date. 

We also sell, in come cases, chicks or poults on credit along with the 
feed. In some cases we finance for turkey growers the purchase of 
the grain required to supplement the mixed feed. 

We will finance mixing equipment or bulk feed bins to feeders who 
wish to use such equipment, this financing being usually limited to 
50 percent of the security offered and for a duration of not to exceed 
5 years at current rates of interest. 

We have found competition rather generally guaranteeing returns 
to broiler growers. We are presently making no guaranties of any 
kind on any poultry operations. We do have a plan whereby we share 
with the dealer or grower the impact. of a low market by adjusting at 
the end of a project the prices of feed actually delivered for the 
project. This plan, however, does not guarantee a profit nor against 
a loss on the part of our customer. 

We believe that the problems now confronting the broiler inilus- 
try are due in part to its phenomenally rapid growth and in part to 
the practice of guaranteeing broiler growers against loss, thus tem- 
porarily setting aside the law of supply and dem: and. 

We believe that the remedy is not Government action but that 
eventually the free forces of supply and demand, if allowed to act in 
the broiler industry, will correct the situation. 

Mr. Brown. Thank you very much, Mr. Prindeville. 

We will start questioning with your comments on page 3 that one 
of the things that has contributed to the problems has been guaran- 
teeing broiler growers against loss. Did Swift & Co. participate in 
any impairment insurance program ? 

Mr. Prinpevitie. We did.. 

Mr. Brown. Last year on broiler growing ? 

Mr. Prrnnevitie. Yes, we did. 
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Mr. Brown. Was it an es participation ? 

Mr. Prinvevitte. For us it we 

Mr. Brown. Did you pro pdeitiens the insurance company to write 
such insurance or did they come to you offering such insurance? 

Mr. Prrinpeviie. I really can’t answer that question. I think that 
it came from the dealers asking did we have an insurance plan like 
our competitors had and whether we hunted around and found one 
or whether they came to us, I can’t answer. 

Mr. Brown. Do you think that that type of insurance was at least 
a part of a program that guaranteed growers against loss? Was 
that a way of guaranteeing growers against loss? 

Mr. Prinpevinze. I think it was. 

Mr. Brown. Did your company as a company participate in that 
impairment insurance program extensively in contrast to your deal- 
ers participating? 

Mr. Prinpevitte. Yes, we did it both ways. We made the insur- 
ance available to our dealers and we used it directly on birds that 
we were growing for our own account. 

Mr. Brown. It would seem to the layman, Mr. Prindeville, that 
Swift & Co. would be an integrated operation inasmuch as you proc- 
ess poultry, do you not? 

Mr. Prinpevitie. Yes; we do. 

Mr. Brown. You also manufacture feed, as you have stated, and 
in instances you have contracted for the growing of birds and have 
grown some yourself, is that correct ? 

Mr. Prinpevitie. That is correct. 

Mr. Brown. Could you give us a percentage estimate of the total 
birds that you handled in processed form, how many of them come 
from your own sources? Whether you grow them or not, whether 
you know your dealers supply them, could you give us a percentage 
of your total ? 

Mr. Prrnpevitie. You are speaking of last year? 

Mr. Brown. Yes, sir. 

Mr. Prinvevitie. I can’t but I would say that it was 5 percent. 

Mr. Brown. Five percent ? 

Mr. Prinvevitte. Somewhere in that area. 

Mr. Brown. Five percent of the total birds you handled? 

Mr. Prinpevitie. Yes. 

Mr. Brown. In an instance of that kind, say, that there is a grower 
down here growing birds, feeding them Swift feed. Does he have 
to sell those birds to Swift & Co. ? 

Mr. Prrnpevitte. No; he doesn’t. I think you were intimating, Mr. 
Brown, that because we were in these different facets of the total 
broiler industry that we were strong in integration. On the con- 
trary, it has always been a practice of Swift & C o., a fundamental 
policy, that each department stands on its own bottom, and in the 

case where the feed department was financing broilers the feed sales- 
men would endeavor to sell those broilers or arrange a sale to the 
highest bidder, whether it was a Swift processing plant or not, and 
the Swift processing plant is always trying to buy as advantageously 
as possible and sell as advantageously as posaiila "anid they would 
seek the most advantageous source of broilers, whether they were Swift 
fed or not, but often the broiler grower, when it was rather difficult 
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to obtain processing, would say that he would like to be assured of a 
market; in other words, to be assured that regardless of price that he 
could find some place to get the birds killed, and in a number of in- 
stances we would in the feed department arrange with the processing 
plant that they would take such and such flocks when they were ready 

Mr. Brown. In view of that, you are here actually as a representa- 
tive of Swift & Co.’s feed department then; is that correct ? 

Mr. Prryveviti.s. But I am prepared to answer for the other ends 
of the business, too. 

Mr. Brown. In spite of the independence there is at least enough 
of a friendly relationship that you all talk about the general business 
every once in awhile; is that right? 

Mr. Prinpevizze. Very definitely 

Mr. Brown. Getting back to this insurance for just a moment. 
Would you say that tended to contribute, or maybe you did say it, 
to the problems of the industry in 1956 ? 

Mr. Prinvevitie. I think it was a factor in helping to set aside 
the law of supply and demand, as I have stated. 

Mr. Brown. When you saw the end result in 1956, did you cease 
and desist on this insurance ? 

Mr. Prinvevitie. Yes; but it was mutual. The insurance company 
also ceased and desisted. 

Mr. Sueenan. In fact, it was mutual on their part, wasn’t it ? 

Mr. Prrypevitie. We were a little tired of it ourselves. 

Mr. McCoutnxocn. I take it, Mr. Chairman, there wasn’t any Gov- 
ernment order to cease and desist. 

Mr. Brown. That is right. 

You were a little tired of it and they were very tired of it; is that 
correct ? 

Mr. Prinpevitte. Yes, sir. 

Mr. Brown. You have no impairment insurance program today ? 

Mr. Prrnpevitxe. I believe that there is a carryover. The cutoff 
date was some weeks ago and it is possible that there are still some 
birds out that are under that, but it is very inconsiderable if there are. 

Mr. Brown. But you are getting out and the insurance companies 
are getting out just as rapidly as possible; is that what the committee 
is to interpret ? 

Mr. Prinpevitie. Correct. 

Mr. Brown. You have indicated that the company not only extends 
extensive credit in line with what competition does in the industry, 
but that you have financed some mixing equipment and bulk-feed 
bins for feeds. Do you think that that has contributed in any respect 
to the increased production of birds? 

Mr. Prrxpevitie. I wouldn’t think that it was anything except a 
very minor factor. I think it isa matter of economy. I suppose that 
anything you can argue that lowers the cost of production may make 
it possible for increased production ; but I would say it was, certainly 
from our standpoint, a very minor factor. . 

Mr. Brown. Does such financing tend to marry that customer to 
Swift & Co. or can he keep the feed bin and buy some other type of 
feed or mix his own ? 
Mr. Prrnpvevittx. Unfortunately he can get a divorce. 
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Mr. Brown. Let me ask you this, Mr. Prindeville, has this growing 
of birds and the financing policies that you engage in now, has that 
been a relatively recent. matter ? 

Mr. Prinpevitte. I would say that the type of financing that we 
are talking about is fairly recent, but we have been in and out of the 
growing of birds for a number of years. 

- Mr. Brown. Do you feel that you can grow the birds more eco- 
nomically than you can buy them? 

Mr. Prinpevitte. No; we don’t. We have grown birds for two 
reasons. There have been times when certain processing plants have 
felt that. they were in a market where birds were hard to get and 
they have undertaken to grow birds as a source of supply for the 
processing plants. The feed department entered into that business 
in 1956 for competitive reasons in order to protect our volume. 

Mr. Brown. In the process of protecting volume, where you have 
a processing plant that has to have so many birds to keep it running 
at an efficient capacity, and then someone else comes in and builds 
a processing plant and they have to have so many birds to keep it 
running at efficient capacity, isn’t that sort of a treadmill that can 
lead at. any time to this overproduction ? 

Mr. Prinvevi.ie. I don’t believe that the building of processing 
plants in itself leads to overproduction because we have overcapacity 
in every business that we are in, and so my general experience 1s that 
capacity in itself does not lead to overproduction. 

Mr. Brown. You come back to the fact that, as you stated, guaran- 
teeing broiler growers against loss and some of these credit practices 
have contributed ‘more you feel to the present levels of production 
than have processing plants; is that correct ? 

Mr. Prinpevitix. That is my opinion. 

Mr. Brown. In view of that can the committee assume that your 
credit policies vary all over the lot, like the rest of the industry, on 
feed ? 

Mr. Prinpevitie. Yes: they would. We try to adapt ourselves to 
the minimum that it takes to stay in business. 

Mr. Brown. So now do you also sell any accounts direct, that is, 
not. through dealers ? 

Mr. Prinpevitte. We do. 

Mr. Brown. Is there any pattern of difference between the cus- 
tomers you sell direct and the customers that the dealers handle; 
that is, as to credit and to price ? 

Mr. Prinpevitte. I would say not so much difference in the credit. 
The price is usually higher to the grower that we sell direct than our 
price to the dealer, and the reason for that is that we have to hire 
a dealer to act as warehouseman and delivery man. 

Mr. Brown. One of your own dealers ? 

Mr. Prinpevitie. One of our own dealers, or it is possible that he 
doesn’t do much else for us in those circumstances except act as a 
varehouseman and delivery man. 

Mr. Brown. Do you think that there is a possibility that if the 
company expanded that practice of selling direct that some of your 
dealers might get in trouble somewhere along the line financially ? 

Mr. Prinpevitie. I wouldn’t think so because he is performing 
services for a fee and is taking no market risk. 
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Mr. Brown. In other words, it has been described to the committee 
in ip or gael he has been relegated to a trucker in some instances 
in that respect. 

Mr. Prinpevinie. He relegates himself really. We prefer to do 
business with dealers, but there can be an area where we are unable 
to find a good dealer whose financial position warrants selling him 
and extending him credit, and therefore we feel we are obliged to sell 
the grower direct and carry the account ourselves and simply use the 
dealer as a warehouse and delivery man hoping that some day he will 
reach the stature where we can sell him as the dealer. 

Mr. Brown. In any of those instances is it a matter of whether the 
dealer can extend the credit that is necessary to get these growers on 
these broilers in view of what credit is being offered them by other 
companies who make feed ? 

Mr. Prrinpevitte. I think that is the principal factor. In other 
words, I think, suppose that the business was on a strictly cash basis 
all of the way through, I think there would be no reason for us to sell 
growers direct at. all. 

Mr. Brown. So, the credit practices that have grown up like Topsy 
in this business have not only affected the total amount of production 
but have also affected the dealer’s position in a lot of cases because he 
can’t match it and he has to turn the account over to the factory; is 
that right? 

Mr. Prinvevitr1e. I believe that is correct. 

Mr. Brown. The situation got bad in 1956. In the feed division 
of Swift & Co. was 1956 a good year financially ? 

Mr. Prrxpevinne. I would say it was about an average year. 

Mr. Brown. About an average, but at the feed manufacturing level 
the depression that has been alleged to the committee by the growers 
was not. a depression at the feed-manufacturing level? 

Mr. Prinpevitte. It certainly became that at ‘the close of 1956. 

Mr. Brown. In other words, your company profits reflected 

Mr. Prinpevitie. I would say that in the latter months, in the clos- 
ing months of 1956, that our broiler-feed results were unsatisfactory, 
but taking the year as a whole we don’t have results on broiler wed, 
per se, so ‘that the year as a whole, I would say, was an average yea 
Now, our year closes October 31 so that the worst impact didn't decur 
in our fiscal year. 

Mr. Brown. When you saw this bad impact, did you do anything 
about it ? 

Mr. Prinprvinie. Yes; we did. We retrenched and we are doing 
substantially less broiler feed business today than we were a year 
ago. 

Mr. Brown. When vou say you retrenched, did you eut back on the 
number of birds vou were growing ? 

Mr. Prinpevinne. We went completely out of it. 

Mr. Brown. You went completely out of the growing business. 

Mr. Prrnprvinie. Yes; and now we are back in on a very, very 
small seale. 

Mr. Brown. Just for the record, because we are getting this on all 
feed manufacturers, what is the maximum time limit on credit to your 
direct accounts ? 

Mr. Prinpevitnir. Ninety days. That ison broilers. 
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Mr. Brown. And on independent dealers ? 

Mr. Prrnvevitie. The same. 

Mr. Brown. Mr. McCulloch. 

Mr. McCutiocn. No questions. 

Mr. Brown. Mr. Sheehan. 

Mr. Srrenan. Mr. Prindeville, I know that in your statement you 
state that vou finance equipment or bulk feed bins for feeders who use 
such equipment. Is that a standard practice in the industry? 

Mr. Prrnvevire. I believe it to be. 

Mr. Surenan. In order to finance this equipment, does the grower 
have to contract to buy your feed or is he free to use any feed he 
can buy ? 

Mr. Prinpevite. He is free to use any feed. 

Mr. Srrenan. Of course, you prefer that he buys your feed ? 

Mr. Prinvevitte. We feel there is a moral obligation while he is 
paying off. 

Mr. Surenan. You also speak about a price adjustment to the 
grower where you share with the dealer or growers the impact of a 
low market by adjusting the price of feed. How is that arrived at, 
through negotiation or does he submit the financial records to your 
company ? 

Mr. Prrnpevitie. No, we have a schedule and it varies in different 
areas. Let’s suppose. for example, that a 19-cent market—don’t 
hold me to the exact figures because I don’t know exactly where it 
stands today. Let’s suppose that with a 19-cent market there is no 
adjustment, and that at 18 cents at the time that he sells the birds, 
we make adjustment, and 18 cents or a little more and so on to a 
limit, but we have a floor under that adjustment so that for that rea- 
son it is still possible for the grower or the dealer to lose money. 

Mr. SrerHan. In other words, there are no long financial transac- 
tions. He merely shows you the slip he sold the birds for and you 
adjust from there on. 

Mr. Prinvevittr. We take the USDA market, because there might 
be a quality consideration in his birds, but I would just like to point 
out the distinction between this type of adjustment and the guaranty. 

Mr. Brown. What is that distinction, Mr. Prindeville? 

Mr. Prrnpevitte. Well, a guaranty, as I understand it, means that 
a grower or a dealer is either guaranteed against loss or he is guaran- 
teed so much a pound or so much a bird for the actual raising of the 
broilers so that he at least is guaranteed against out-of-pocket losses 
where under our plan if the market gets low enough he can certainly 
experience losses. 

Mr. Sueenan. Mr. Prindeville, I do not recall whether you were 
in the hearing room the last couple of days. 

Mr. Prrnpevitte. No, sir; I just arrived this morning. 

Mr. Sueenan. Then I have to preface my remarks with a little 
background detail. The committee has received suggestions that 
maybe a sort of divorcement bill, if you want to use that term in the 
industry, would be a partial solution, meaning that growers should 
grow and feeders should feed and there shouldn’t be this integration 
in the industry. In line with that, our good chairman, Mr. Brown, 
brought out the fact—and I am asking you as a meat man for the de- 
tails on it because I am unacquainted with it—that the stockyards 


had it. 
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Mr. Brown. It was a consent decree relative to the Packers and 
Stockyards Act, which in layman’s terms prevents a meat processor 
from engaging in the retail sale of meat. 

Mr. SHeenan. Is that true or not? 

Mr. Prinpevitix. May I correct the chairman on what I think is 
a confusion? The Packers and Stockyards Act does not prohibit any 
meatpacker from retailing, and you are probably aware of the fact 
that Food. Fair Corp. has claimed the jurisdiction of the Pack- 
ers and Stockyards Act for their entire operations because they own 
a packing plant. The consent decree prohibited four people from 
retailing meat. 

Mr. Brown. Four people or four companies ? 

Mr. Prinvevitte. Four companies, four corporations. 

Mr. Brown. In other words, the four largest meat processors ? 

Mr. Prinpevitie. The ones that were the four largest at the time. 
This goes back to 1920. 

Mr. Brown. Yes, sir. 

Mr. SHreHan. Was the prohibition on the entire retailing trade or 
was that specifically in the restaurant trade? 

Mr. Prrnvevittez. Retailing of meat. 

Mr. SuHeenan. In any form? 

Mr. Prinvevite. I believe so, yes. 

Mr. SHeeHan. What is your opinion as to whether or not a similar 
action may be helpful or harmful to the broiler industry as a whole? 

Mr. Prryvevittz. Well 

Mr. Brown. Not in the retailing, but in the divorcement of the 
various phases of it. 

Mr. Prrnpevittz. The consent decree has certainly worked an 
undue hardship upon the signers of the consent decree. I am not 
sure whether you are asking whether this proposed legislation would 
prohibit feed manufacturers or dealers from doing certain things. 
Will you restate your question ? 

Mr. Suerenan. It is not proposed legislation. It has been sug- 
gested. 

Mr. Prinpevitte. I realize that. 

Mr. Surenan. It has been suggested that there be in this particular 
industry a sort of divorcement; for instance, a seller of feed could 
not engage in growing the broilers and the various phases of the 
marketing. So it has been suggested that the feed dealer stick to 
selling feeds and the growers stick to growing and processors stick 
to processing. So that there wouldn’t be an integrated industry but 
all independent phases of it. 

Mr. Prinpevitte. Well, without advocating that the feed manu- 
facturers or processors raise birds, because I think the experience 
has been rather unfortunate all of the time, I think it will be very 
difficult from a practical standpoint to identify who is a dealer and 
who is a farmer and who is a mixer, because we are talking about a 
country small-business enterprise to a large extent and the lines 
between those different functions I find very hard to draw. I think 
it would be extremely difficult to define. Aside from whether it 
was good or bad economically or socially I think it would be ex- 
tremely difficult to define who is a grower because in the country 
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so many small businessmen are farmers, and when we say that a 
man who ran a feed store couldn’t be a farmer at the same time—— 

Mr. Surenan. Well, that is the problem that we as Congressmen 
have to face, and that is why we ask advice. 

Mr. Prinpevitte. I think it would be a very difficult problem from 
a practical standpoint, and I think it would be undesirable anyhow. 

Mr, SHeenan. Thank you, sir. j 

Mr. McCuttocu. I would like to ask Mr. Prindeville one question. 
I suppose the question is self-answering. If the feed industry would 
use some self-discipline, necessary self-discipline, is it conceivable 
that the law of supply and demand might be or would be the major 
solution of this immediate problem that we have been considering? 

Mr. Prinpevite. [ think that it is really the only solution. 

Mr. McCuxtocn. Do you think that there will be a disposition on 
the part of the feed industry to recognize the condition which has 
been and will continue to be pointed up by this subcommittee of the 
Select Committee on Small Business ? 

Mr. Prinvevitie. Well, I don’t think I am in a position to speak 
for the industry, but certainly from our own standpoint we have 
been very unhappy about some of these trends and from a purely self- 
ish standpoint we are trying our best to get out of some of these 
things, and I would think that other businessmen must face the same 
problems, and I wouid think that ne would want to do likewise. 

Mr. McCuttocu. Mr. Prindeville, 1 think you had a very excellent 
statement here, and I think that it reflects a very fine approach to 
this problem by your company. 

Mr. Prrnpevitte. Thank you, sir. 

Mr. Brown. May the Chair add that we would like to think that you 
would go back to your company and try to explore any new ways that 
you haven’t tried to get this situation in balance. 

Mr. Prrxpevitie. Well, no one is more anxious than I am to get our 
food business on what I call a sound business basis. 

Mr. Brown. In this credit matter, when the American Feed Manu- 
facturers Association tried to arrive at an agreement in Chicago on a 
45-day limit, would Swift & Co. have gone along with that ? 

Mr. Prinvevitte. Well, I have my attorney here, and I don’t know 
whether he would allow me to go along with something like that. 

Mr. Brown. It was one of those things where the industry had a 
chance to lay it on the line whether it intended to do anything about 
it or not. We would just like any reaction you could give us from 
your company ? 

Mr. McCutiocu. Mr. Chairman, if I might interrupt, since Mr. 
Prindeville does have his counsel with him and since we are about to 
skate on some very thin ice with respect to penalties under existing 
law, if Mr. Prindeville would rather have his attorney answer that 
pete I think that would be a good thing and would be completely 

air. 

Mr. Brown. It is up to the witness. 

Mr. Prinvevitie. I don’t know whether it is fair to ask him cold 
like this, but I would just like to say I am sure you gentlemen recognize 
that businessmen are in a rather difficult position. People are always 
asking them to correct bad practices and if you agree to correct bad 
practices you get put in jail. 
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Mr. Brown. Do you have any specific recommenadtion on that score 
to make to the committee where some of those laws might be changed 
to where the industry could correact this thing ? 

Mr. Prinpevitte. Now, I am out of my field. 

Mr. E. G. Srrxer. I don’t think we have any specific recommenda- 
tions at the moment. 

Mr. Brown. You see, our problem is that the situation is bad. We 
get a lot of complaints. There is a depression on in the poultry in- 
dustry. The industry says that the Government should stay out of 
it, they are going to correct this themselves, and yet generally speak- 
ing, we find a little tangible evidence of steps that have been taken, 
and now we are looking for them. We want this industry to correct 
its own problems. T he last thing in the world this Government needs 
is another problem for the Government to handle. 

Mr. Prrnpevittr. I think that I can see some changes for the better, 
and I believe sincerely that the good sense of the industry, not only 
the feed industry but the hate hery industry and the processing indus- 
try and the dealers, will before too long bring about a substantial 
correction in this situation. 

Mr. Sueenan. Mr. Chairman, will you yield at this point ? 

Mr. Brown. Yes, sir. 

Mr. Sueenan. In order not to put Swift & Co. on the spot, we 
might make this observation from one who has been very active in 
busines sand trade association work. There is always a problem when 
you agree with a group of businessmen on credit terms or pricing 
terms or anything like that, that you always have the rugged indi- 
vidualist at a meeting where you might agree upon a certain credit 
procedure and that certain individual alw ays runs out and returns with 
contracts for a year or two which violate all of the terms, and you 

can’t force everyone to adopt a similar program. So, therefore, the 
companies which might want to go along with the program are then 
penaltized in a competitive way, and they are always very concerned 
about entering into trade association programs. Is that not right, 
roughly ¢ 

Mr. Prrnveviin. Absolutely, and we musn’t forget that a very sub- 
stantial part of the feed industry does not belong to the association. 

Mr. Brown. You gentlemen have pointed out something that the 
chairman realizes only too well, and that is why I am at this point a 
little bit discouraged about the possibility of the situation correcting 
itself. I hope that it does. 

I thank you very much, Mr. Prindeville. We genuinely appreciate 
your coming over to help us. 

The Chair would like to call now the representative of Nutrena 
Mills, Inc., Mr. James C. North, and Mr. North, in the interest of 
time, could we impose upon you to submit a prepared statement to be 
inserted in the record at this point and then we will proceed with the 
questioning. 

Mr. North, do you solemnly swear that the testimony you are about 
to give before this committee will be the t ruth, the whole truth, and 
nothing but the truth, so help you God? 

Mr. Norrn. I do. 





PROBLEMS IN THE POULTRY INDUSTRY 65 


STATEMENT OF JAMES C. NORTH, PRESIDENT, NUTRENA 
MILLS, INC. 


(The statement referred to follows :) 


STATEMENT OF JAMES C. NortH, PRESIDENT, NUTRENA MILLS, INC. 


Nutrena feeds were first manufactured and offered for sale in 1920. In the 
beginning the major portion of the tonnage was horse and mule feed. With the 
rapid decline in the population of horses and mules following World War I, sales 
emphasis was switched to poultry feeds. 

All sales were then made to dealers and terms were cash with order, c. o. d., 
or, in some instances, for convenience, cash on receipt of invoice with charges 
over 10 days considered past due. Since World War II our general credit 
policy to dealers has undergone some, though not drastic, change; the signifi- 
cant difference being that today virtually no sales are made on a cash with 
order of c. 0. d. basis. 

The large majority of our total sales are still to dealers. Our general credit 
policy is still cash on receipt of invoice, with any charges over 25 days con- 
sidered past due. 

Industry sales of feed have grown rapidly in the past 10 years. This has put 
an increased burden on feed dealers and it is not surprising that they have 
turned to suppliers competing for their business for financial assistance in carry- 
ing their increased accounts receivable. This help has been provided in two 
ways: (1) Higher credit limits to the dealer, and (2) a longer period before the 
dealer account is considered past due. 

It seems to us that this has been a sound and logical development, providing 
a beneficial service both te dealers and to feeders. Excluding broilers and 
turkeys, we believe the credit practices of the feed industry generally and 
Nutrena specifically are as sound and conservative as any industry, and more 
so than some. 

Our first experience in broiler-feed financing dates back to the late 1930's 
in the northwest section of Arkansas. Through the efforts of some visionary 
farmers, progressive county agents, and cooperative college people, a new cash 
crop was introduced to the area in the form of commercial broiler production. 
Money was needed to start this new industry, and Nutrena, together with other 
feed manufacturers, agreed to furnish the feed and to defer collection of the feed 
bill until the broilers were sold. In addition to the financial aid to the broiler 
raiser, we placed poultry specialists in the area to help these new Nutrena 
feeders with their management, feeding, and disease problems. 

Our dealers in the area bought feed from us, maintained inventories to supply 
growers, and paid us on our regular terms. We made an agreement with the 
grower to finance the feed required (within limits) by taking a note from him 
secured with a chattel mortgage on the birds. 

As the industry grew rapidly, this procedure became impossibly burdensome 
and too costly. The logical solution was to devise a plan under which the dealer 
could take over much of the detail in financing the many individual accounts 
in his particular area. This philosophy prevails in our organization today, the 
solution coming by our selling broiler feeds only to dealers on a 75-day trade- 
acceptance basis. The maximum amount of trade-acceptance credit to be out- 
standing to any one dealer is established by our credit department on the basis 
of the dealer’s net worth, his proven ability from past performance to manage 
his own credit problems, and his willingness to provide the service and super- 
vision necessary for a sound operation. 

If 75-day trade-acceptance credit is made available on a sound basis, to good, 
well-managed retail dealers, within reasonable top limits, the practice is fairly 
sound. 

It seems to us the most important factor in any well-considered credit pro- 
gram is this: Extend credit only to sound operators within reasonable limits, 
If we adhere strictly to such a policy, the method or the plan used is less 
important. 

Rapid growth in turkey production has created a need for financing assistance 
similar to that experienced in the broiler industry. As turkey production be- 
comes more specialized and flocks become larger, the producer, to keep pace, 
must have more financing available to him. 
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We have furnished some financing help to our turkey-feed customers for 20 
years. In the beginning we financed feed only. As the needs and demands of 
turkey growers increased, we enlarged our program to assist them with the financ- 
ing of poults. We now furnish the turkey grower such financial aid against a 
note secured by a chattel mortgage on the birds. The note becomes due when 
the birds are sold, but not later than January 15 each year. Again, the sound- 
ness of this plan depends on the care used in selecting only sound credit risks. 
In many instances we have refused to finance new accounts which lacked experi- 
ence and sufficient capital to start a new enterprise. It seems to us this is the 
real crux of any sound credit policy. 

This committee has asked us to examine critically “the merits and disadvan- 
tages of our credit policies.” It is difficult to do so without becoming immodest 
and embarrassed. On the plus side, we can look with satisfaction at the very 
small amounts we have had to write off the books in the form of bad debts or 
worthless accounts. On the other hand, we have undoubtedly passed up good, 
sound business due to our conservatism on the extension of credit and financing. 

In the light of what we know today we feel we may have been too conservative 
and too slow in a few instances to recognize the financial problems of some of 
our longtime sound dealers. 

Many of the problems in the poultry industry are due directly to growing pains. 
With the trend to large, commercial production in chickens, turkeys, and eggs, 
all segments of the industry have had to make new and frequent adjustments 
to changing sets of circumstances. Each of us has had to gaze into the crystal 
ball and make decisions to change methods of operations, to change policies to 
keep pace with what each thought the future held. Trying to predict the future 
is hazardous at best and naturally some of our decisions have not been the wisest. 
However, when we look at the whole picture it hasn’t been all bad. 

We are producing better chickens, turkeys, and eggs more efficiently than at 
any other time in history. The net effect certainly has been good for the Ameri- 
can consuming public. While these improvements in efficient production came 
so rapidly, perhaps our prognostications about the quantities of these products 
American people would eat were too optimistic. We are now learning by actual 
experience the true answer and can only conclude that we have expanded produc- 
tion a little faster than the market can comfortably absorb the output. 

We feel that the economics of supply and demand will bring annual production 
into line with the consuming capacity of our increasing population. 

Growing pains, while sharp, are not chronic and are soon outgrown. We are 
fearful that any attempts to control production or prices in the poultry industry 
might have the effect of giving some temporary relief to the growing pains only 
to produce a chronic illness that could be far more difficult to cure. 

This investigation can and should do a tremendous amount of good for the 
poultry industry as a whole. How? It is making each of us take a good look 
at the problem, perhaps our most serious look to date. Through this medium 
of exchange of views and facts, we should all have a better understanding of our 
problems. From this enlightenment, I am sure we are all going to be in a much 
improved position to exercise better judgment and make wiser decisions in our 
future operations. 


Mr. Brown. Mr. North, I want to thank you for that last sentence 
especially : We genuinely hope that this committee study brings a 
reappraisal of each manufacturer’s policy. 

I note in your statement, Mr. North, that you have finally arrived 
at a credit policy that you feel is a good one, that of 75 days? 

Mr. Nortn. Yes, sir. 

Mr. Brown. In the case of broilers do you feel that that covers 
more oe the growing period? 

Mr. Norrn. In the case of a continuous operation, yes, sir. If it 
is a saints turnover, go-around, as they call it, then it is not too 
much. On a continuous operation that is more than adequate. 

Mr. Brown. Would you say that it is about, say, some 30 days 
more than is required for a continuous operator ? 

Mr. Norrn. That may be cutting it a little bit short, but certainly 
to come down to 60 days I would think instead of 75. 
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Mr. Brown. In the case of turkeys, where it takes longer to grow 
the birds, did you tell us, or what is your credit policy on turkey 
customers ? 

Mr. Norru. We finance the turkey growers by taking a note which 
is secured with a chattel mortage on the turkeys. 

Mr. Brown. On a total duration of the growing period of the flock ? 

Mr. Norrn. Yes, that is usually one operation for the year. 

Mr. Brown. Has the Nutrena Co. ever engaged in the actual grow- 
ing of broilers or turkeys itself? 

Mr. Norru. Not on turkeys, a few broilers. 

Mr. Brown. A few broilers. 

Mr. Norrn. I think, Mr. Chairman, that the information we sent 
to the committee will indicate, and I think it ought to be in the record, 
that we really are not an important factor in the broiler industry. 
If you will see how insignificant our broiler business is, I don’t think 
you ought to attach too much importance, perhaps, to our testimony 
as it applies to broilers. 

M. Brown. But would you say that you are more of a factor in the 
turkey and egg field? 

Mr. Norrn. I would think so, yes, sir. 

Mr. Brown. In the turkey field do you see any trends that would 
indicate that what has grown up as customary practice in the broiler 
field is expanding into the turkey field? 

Mr. Norrn. Well, yes, I believe we are seeing some of it, yes, sir. 

Mr. Brown. Are we seeing any of it in the egg-laying field? 

Mr. Nortu. Perhaps so. 

Mr. Brown. You say that Nutrena did not grow any turkeys. Did 
you produce any eggs last year? 

Mr. Nortrn. No, sir. I should qualify that, except to say the few 
birds we use on our research center. 

Mr. Brown. You have been doing that for years? 

Mr. Norrn. That is right, sir. 

Mr. Brown. Have your dealers engaged in turkey and egg pro- 
duction extensively ? 

Mr. Norru. I wouldn’t say extensively, Mr. Chairman. I frankly 
don’t know for we have some 6,000 dealers and I don’t know what 
all of them do, but I would not say extensively. 

Mr. Brown. 1956 was a pretty rough year for poultry meat and 
egg producers. Wasit a rough year for the Nutrena Co. ? 

Mr. Norru. No. Again, I think if you will look at the figures we 
sent in, that that was the poorest year we had out of the four that 
you asked for. 

Mr. Brown. Do you think that that was a direct result of the bad 
year in the poultry industry ? 

Mr. Norrn. Not necessarily. 

Mr. Brown. So far as your poultry feed business is concerned, it 
was not quite an average year in part of it and a little better than 
average in the turkey field, is that a fair statement ? 

Mr. Norru. Yes, that is what the figures indicate. 

Mr. Brown. In view of that less than average tonnage in any par- 
ticular field, would that change your policies any in going out after 
more business to get the volume back up, Mr. North ? 
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Mr. Norru. Well, I don’t think it would change our credit policies. 
We might hope that the sales department would come up with one 
that would jar things loose a little bit. 

Mr. Brown. What I meant was, would the company consider going 
into the actual growing of birds to make up for that drop in tonnage? 

Mr. Norru. Oh, I guess you would consider doing anything if you 
get to suffering badly enough. 

Mr. Brown. Do you feel, as has been brought out by numerous wit- 
nesses in these hearings, that competitive conditions have forced 
more integration in this field and have forced changes in credit 
policies ? 

Mr. Norru. Well, I expect it has. 

Mr. Brown. And when the American Feed Manufacturers Asso- 
ciation tried to arrive at a standard credit policy, did your company 
agree with those suggestions or disagree ? 

Mr. Norru. Unofficially we agreed. Again we get into the attorney 
angle. The philosophy we agree with. 

Mr. Brown. In other words, you would like to see it controlled 
by the industry itself? 

Mr. Nortu. Yes, sir. 

Mr. Brown. You would like to get rid of some of these practices 
that have caused these growing pains? 

Mr. Nortu. Well, you know it is always easier to live with a 
status quo, Mr. Chairman. Change is uncomfortable for most of us. 
As an individual I wish it would all just sit there and go along. I 
could play a little more golf that way. I don’t know whether it is 
good or bad, but it would be more comfortable. 

Mr. Brown. Do you feel that the industry grew normally and with 
rapid enough strides before all of these variations of credit policies 
came into effect and before feed manufacturers started bird growing? 

Mr. Nortn. Mr. Chairman, I have the feeling that perhaps so far as 
the hearings go they have had a tendency to put too much emphasis 
on the use of credit in the promotion of the feed business. You asked 
that question earlier in the week, and the thought came to my mind 
that if you asked me what was the one single thing that had caused, 
was the most important in the promotion of the mixed feed business, 
I think I would have to say the Department of Agriculture in our 48 
college experiment stations who have done this tremendous, wonderful 
amount of research work, which I really think has had more to do with 
the rapid growth of the business and these other things have come 
along behind it. 

Mr. Sueenan. In other words, if the chairman will allow me, the 
testimony has proven that it now takes half the amount of feed to 
grow a much bigger and better bird. So you are going to have a 
never-ending cycle of constantly improving the feed and improving 
the bird—more meat from less birds. So, as you say, the problem is 
not credit, but it is perfection within the industry. 

Mr. McCuttiocn. And I cannot refrain from commenting that as 
long as those conditions do not produce monopolies or other types of 
activity which lessen competition, the consumer is getting more and 
more for less and less, which is what I believe we have been striving 
for. 

Mr. Sueenan. The consumers ought to be happy with this condition. 

Mr. Nortn. I think they are. My wife is. 
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Mr. Brown. The thing the Chair has observed many times during 
these hearings is that the consumers are very happy and are getting 
the best deal 1 they ever got and somebody is underwriting that deal. 

Mr. McCutxocu. Mr. Chairman, that may be true. I do not wish 
to get into an argument about this, but I think the record shows that 
for over 15 or 20 years the industry has been a fairly profitable one 
and probably by comparison with other economic undertakings in this 
country is just as profitable as the average, and I think we must be 
careful in not permitting 1 bad year in any economic undertaking in 
this country to launch us off on some program that we might later 
live to regret. 

Mr. Brown. I agree in principle with the gentleman, and I would 
like to continue this colloquy just long enough to make this observa- 
tion; that what this committee is concerned about is not the 1 year. 
‘There was bad year in the poultry business in 1954, as recent as that. 
What this committee is concerned about is whether practices have 
developed in the industry which tend to impede and might impede in 
the future the normal development of small business and the healthy 
growth of the industry. 

The Chair would like to observe, too, that it has been indicated by 
many witnesses on this witness stand that the industry has some prob- 
lems and some very real problems that have disturbed the industry 
enough that many of its spokesmen have denounced the practices from 
the public platform. If those practices are tending to impede the 
healthy growth of the industry, it was such practices that prompted 
the Government to move in with certain antitrust legislation in years 

vast, and there are many people who feel that antitrust laws have 
t .elped the industrial growth of many industries 

If we can find some evidences of things that might lead to trouble 
eventually that the industry itself cannot cor rect, then this committee 
by calling them to the attention of the industry on the public platform 
and having a very careful reappraisal of certain practices, whether 
legislation results or not, we would have done that much good. At 
least that is the opinion of the Chair in this respect. 

Mr. Sueenan. Mr. Chairman, may I add to your statement that it 
was brought to my attention when the committee meetings were first 
being scheduled that some members of the industry approached the 
committee hearings with maybe a little fair intrepedation because they 
didn’t know what the purposes of the committee was going to be. 

I will say for the Chairman, Mr. Brown, he has conducted very fair, 
good hearings, allowing everyone to bring before the Congress their 
viewpoints, and I am sure everyone in the industry is very compli- 
mentary and favorable to the way that he has conducted these hear- 
ings. 

Mr. Brown. Thank you very much. I appreciate those comments. 

Now: let’s get back to the poultry problems. The things that have 
led to this ov erproduction and the practices that are growing up. You 
said in principle that day in Chicago, when the American Feed 
Manufacturers Association got together, you felt it would be a good 
idea to correct some of these practices, is that correct ? 

Mr. Norrn. I did, sir. 

Mr. Brown. It has been indicated that it takes unanimity for the 
industry to correct itself. Would you give us your honest opinion, Mr. 
North as to whether the industry will ever get that wanimity ? 
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Mr. Norru. I don’t think they will ever get it 100 percent, but you 
may not have to have 100 percent of it to pretty well get things cleaned 
up. Iam sorry that all 6,000 feed sc aaeiaatarers in the United States 
haven't spent this last week in Washington with me. 

I think you might be interested to know, living a little closer to 
some of my colleagues here, that I think you WwW ould | notice a change in 
attitude during this week while we are here that I think you would find 
pleasing; that really they are a little more serious or more practical in 
their approach to this thing. That is why I wish all 6,000 were here. 

Mr. Brown. We are delighted to hear that. That means a lot to this 
committee. 

Do you feel that there might be a slowing down of some of these 
practices on the part of Nutrena, not saying that any of them were 
wrong or criticizing them in any way, but that you might take a new 
look at your operations when you get home? 

Mr. Norru. Yes, sir. 

Mr. Brown. Mr. McCulloch. 

Mr. McCutxocn. No questions. 

Mr. Brown. Mr. ey 

Mr. Surenan. Mr. Chairman, Congressman Carl Andersen, who, I 
believe, is your Congressman, was very interested in Mr. North’s testi- 
mony and had hoped to be here this morning, but» as you well know, 
he is up to his neck in the agricultural problems so couldn’t be here. 
I did notice that you said on page 2 of your statement that a long num- 
ber of years ago you did make agreements with the growers to 
finance the feed required, so this is nothing new in your organization ; 
is it? 

Mr. Nortu. No, sir. 

Mr. SHEEHAN. It is just a refinement, a present-day refinement ? 

Mr. Norrn. That is correct. 

Mr. Sueenan. I did notice, too, that you stated that the net effect 
of growing the better chickens, as you ‘brought out previously, has 
been good. for the American public in keeping the prices stable, in 
bringing them a better quality product and in general doing a good 
job for the consuming public; is that not right ? 

Mr. Norrnu. I feel that, sir. 

Mr. SuHeenan. There is one observation I would like to get your 
thought on, and we all know, who are in the business, that there is 
always a great problem in trying to get everybody within an industry 
to adopt a similar line of action. My guess is that a relatively small 
percentage of your 6,000 feed dealers, 10 or 20 percent of them, prob- 
ably account for the bulk of the feed sold in the country; and some- 
times it so happens that if the fellows who control the larger per- 
centage would sort of set an example or set the way, many others fall 
inline. Do you find that true in your industry ? 

Mr. Nortu. I think that is true. I think we will have to look to the 
larger boys to lead the way, and this can get a little painful, too, as 
you know. While you try to do that, maybe some of them aren’t w ‘ill- 
ing to follow, and you have to have a stiff upper lip there for awhile. 

Mr. SHeenan. That is all, Mr. Chairman. 

Mr. Brown. Thank you very much, Mr. North. We genuinely 
appreciate your coming before the committee and helping us out in 
this study. 

Mr. Norru. You are welcome. 
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Mr. Brown. The committee would like to hear now from the wit- 
ness of General Mills, Inc. 

Mr. McVey, would you raise your right hand, please ? 

Do you solemnly swear that the testimony you are about to give 
before this committee will be the truth, the whole truth, and nothing 
but the truth, so help you God ? 

Mr. McVey. I do. 


TESTIMONY OF D. H. McVEY, VICE PRESIDENT AND GENERAL 
MANAGER, GENERAL MILLIS, INC. 


Mr. McVey. This committee has doubtless been advised by many 
others of the formula feed industry’s rapid growth in the past decade. 
Likewise, in your investigations you have no doubt been pleased to 
note the increased efficiency of formula feeds in recent years. When 
an industry triples its annual tonnage in 20 years and that tonnage 
also becomes much more efficient in “producing the end product, all 
of us can well appreciate the opportunities for growing pains and for 
production’s getting out of kilter occasionally. 

Of course, the c :hanges occurring in the feed industry have not been 
confined only to the manufacturing of the product. In addition, we 
have noted an increased specialization at the producer level, and par- 
ticularly so in areas that specialize in broiler production. This spe- 
cialization has resulted in larger operations and this, in turn, has in- 
vited the use of bulk feed with deliveries in many cases direct from 
the mill. We have seen the rise of growers who take larger tonnage 
than many dealers. We have also seen changes in the processing and 
marketing of the end product with some of such products being 
shipped vast distances. These changes have come rapidly and no 
doubt have caused considerable confusion on the part of everyone. 
In many cases the new. methods have become widely adopted before 
they have been adequately tested. 

It would seem to me that if there is any one mistake that many of 
us make most frequently, it is an erroneous assumption of the role 
that we as producers play in the overall food production program. 
Far too often we as producers, which includes the hatcheryman, the 
farmer, as well as the feed manufacturer, look upon ourselves as con- 
trolling the rate of production of broilers, turkeys, or eggs. We as- 
sume that we set the pace for the consumption ‘of the end product. 
This may be true from the physical production standpoint, but in the 
larger sense, the group that controls the rate of consumption of our 
products is the American homemaker. She is the one who decides 
which food we shall enjoy and how often. We as producers are sub- 
ject to her will, in the last analysis. While we closely watch her buy- 
ing habits, this information is not specific or timely enough for the 
average producer to change his rate of production. As a consequence, 
we are subject to frequent periods of overproduction or scarcity. It 
would appear, therefore, that one of the first premises to agree upon 
is this: If we are to have orderly production, we must first have or- 
derly marketing. In other words, we may be approaching the time 
when general market information, valuable as it now is, is still not 
enough to avoid periods of overproduction and depressed prices. It is 
only human nature to assume that when general market information 
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indicates a forthcoming shortage of a desired food, we would attempt 
one way or another to increase our production to help satisfy the 
scarcity and to enjoy the better prices. 

How are we going to get more orderly production through more 
orderly marketing? It would be my opinion that this problem may 
be solved, though; not completely, in ‘the not too distant future. One 
thing for sure, the depressed prices, particularly prices so low that 
they 1 result in losses to the producer, will eventually force a reduction 
in the amount produced; but this is not a wholly satisfactory cure 
to the problem of balancing supply with demand. Perhaps we would 
be expecting too much to ‘hope to find a complete cure, but I would 
gather that many of us are concerned about reducing the violent 
swings that result from production out of balance with demand. If 
we accept the proposition that orderly marketing is a prerequisite to 
‘orderly production, then I would like to submit the possibility that 
‘the major part of the problem may be solved by coming events. 

The newspapers and trade magazines tell us of the substantial sums 
of money that are being invested by industry and the Government 
in extending the shelf life of food. We hear that through irradiation 
‘techniques, chemical and antibiotic treatments, and dehydrofreezing 
food will be preserved in wholesome condition for substantially longer 
periods than are now permitted. We are also told that when these 
mew methods are perfected, their adoption will be far more spec- 

tacular than we have already witnessed in food freezing. Let us 
assume, therefore, that such possibilities are very close to practical 
use, and I would like to submit to you this sequence of events. When 
we extend the shelf life of food, particularly the perishable and semi- 
perishable items like meat, is it not possible that we will witness the 
prepackaging at the processing station. Prepackaging would invite 
the opportunity for labeled goods. Labeled food w ‘ill invite the mar- 
keting of certain exceptional attributes such as extra lean, a uniform- 
size chicken, proper pigmentation, small bones, and so forth. A well- 
accepted, labeled article of food then would require the production 
of identical products, package after package, and would ag the op- 
portunity for reasonably forecasting the requirements week by week. 
The processor of the labeled merchandise would then be in a position 
to program his requirements according to his specifications and at the 
scheduled time. 

I ask, therefore, is it not possible that we may be approaching a 
new period in which the end product of our industry will be sold 
on a prepackaged, labeled basis the same as virtually all other items 
on the grocer’s shelf? How this will ultimately work out in estab- 
lishing production schedules for the producers is a most difficult 
question. Can we have integration from the processor down the line 
of producers without actual ownership of the various stages of pro- 
duction, including that of the farmer himself? It would seem to me. 
speaking not as a marketing expert of any kind but only as an in- 
dividual engaged in the feed- manufacturing business, that through 
collaborative efforts, there is an opportunity to have orderly pr odue- 
tion without actual ownership or substantial control. 

We have attempted in our quality egg programs to do just that. 
There is first established a market ‘for a top qualitv egg which is 
identical in appearance, egg after ege after egg. The egg should 
be packaged in a labeled carton so the homemaker is assured of get- 








PROBLEMS IN THE POULTRY INDUSTRY 73 


ting what she wants each time she shops. The egg must always be 
available and of consistent top quality and appearance. This means 
that the participants in the program must not only work together, 
but also their methods of production must be the same. By col- 
laborating with the egg processor, the feed dealer, the flock owner, 
the hs atcheryman, the equipment supplier, and others, we are striving 
to develop or derly marketing as a prerequisite to orderly production 
of a quality product. E ach participant is solely responsible for his 
part of the production process. Our concern is solely that of sharing 
in the feed business. We do not assume the responsibility of others 
who participate in the program, nor do we benefit through any com- 
pensation from them. 

Credit extended for feed to growers or feed dealers has been of 
tremendous assistance in building the industry to its present size and 

capacity. True, there have been instances where credit has been 
extended beyond the area of good business judgment, but so far as we 
are concerned, our credit experience has been within the realms of 
a normal business expense. We have extended credit to our dealers 
on the basis of their balance sheets. As a company, however, we are 
not engaged in growing contracts although we know that some of 
our broiler feed dealers are so engaged. We have extended credit to 
turkey growers under the customary conditions of the industry. On 
2 much more limited basis we have extended credit to egg producers 
for a part of the purchase cost of a pullet and, of course, also for their 
current feed requirements through our dealers. We have avoided 
financing poultry buildings, but we have permitted growers to pay 
for bulk bins on their farms through the savings under sacked costs. 

In recent months there has been considerable competitive pressure 
to extend credit in turkey financing for more than 2 out of 3 items 
((1) poult, (2) mash, and (8) grain). Asa result, there have been 
some suggestions that the industry should be restricted by some sort 
of a credit regulation. Without knowing specifically what is pro- 
st it is, of course, impossible to comment specifically. As a gen- 

ral proposition, however, many of us believe that regulation of credit 
would aggravate the problem ‘by encouraging growing contracts by 
the feed manufacturer in lieu of credit extension. 

I am unable to suggest any legislative steps that would bring about 
more orderly produc tion other than to maintain freedom of arrange- 
ments between the processor of the end product and those who par- 

ticipate one way or another in the production. It is my opinion that 
we are rapidly approaching the day when we will see more orderly 
marketing of our products; it is also my belief that when we have: 
orderly marketing, we will have come a long way toward achieving 
orderly production. 

Mr. Brown. Mr. McVey, thank you very much, and on behalf of 
the committee I would like to thank you for coming here to help us 
with the study and particularly for the different slants, shall we say, 
that you have taken on this problem. 

This matter of orderly marketing is an interesting suggestion. 
First the broilers; do you feel that mereasing the shelf life of the 
broiler product is practical from the standpoint of consumer wishes? 

Mr. McVey. Yes. Of course, the nature of that extension must 
be that it will not destroy the flavor and taste appeal, but I assume 
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that as we have done in so many other methods of extending the shelf 
life that there will be a successful means of extending the shelf life 
for these products. 

Mr. Brown. Is the frozen broiler today as acceptable in the market 
place as the fresh broiler? 

Mr. McVey. I understand not. 

Mr. Brown. Are there any recent improvements in freezing that 
have made the frozen product come closer to acceptance ? 

Mr. McVey. I am not really qualified to answer that, Congress- 
man, and it should be someone from the processing industry, I think, 
to really give you an intelligent answer. But it is interesting to 
know the amount of money that seems to be being spent both by the 
Government as well as by industry to find ways to extend the shelf 
life of all foods. 

Mr. Brown. It is certainly an interesting possibility, and I want 
to note in the record at this point that it is a matter that the committee 
should go into and get some expert testimony on, the new developments 
in the field. 

Mr. McVey. The Government itself, you know, is doing it. It is 
also engaged in the study. 

Mr. Brown. Yes, sir. And I think our record would be incomplete 
if we did not include some of the facts they have brought out. 

Now, Mr. McVey, in 1956 did General Mills engage in any impair- 
ment insurance program for their dealers ? 

Mr. McVey. I believe we did. 

Mr. Brown. Have you discontinued it ? 

Mr. McVey. It was discontinued. 

Mr. Brown. In 1956 did General Mills as a company actually grow 
any broilers? 

Mr. McVey. We did not. We have no growing operations at all. 

Mr. Brown. Did any dealers of General Mills engage in the growing 
of broilers? 

Mr. McVey. Yes. 

Mr. Brown. 1956 has been described by at least one witness as the 
worst depression in the poultry industry since the 1930’s. Was it a 
bad year financially for General Mills? 

Mr. McVey. I think we should first preface that comment by saying 
that only 15 percent of the sales of General Mills are in the feed 
business. General Mills as a corporation had a reasonably good year 
in 1956, for the fiscal year ended May 31, 1956. 

Mr. Brown. Did the feed end have a fairly good year? 

Mr. McVey. We haven’t published divisional profit and loss, but I 
can assure you that we make money, yes. 

Mr. Brown. What I am driving at, it wasn’t a depression year in 
the feed end of General Mills? 

Mr. McVey. That is right, no. 

Mr. Brown. Do your credit policies on broilers—we are talking 
about broilers right now—vary all over the lot, as we have seen is 
typical in the industry ? 





Mr. McVey. I wouldn’t say that they vary all over the lot. There 
are some variations, of course. Our normal terms are 75 days. There 
are a few exceptions at 90 and there are many customers who pay 
cash. 
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Mr. Brown. Do you feel that the credit policies of General Mills 
in 1956, whereby—did I understand correctly, did you finance any 
chicks as well as feed among your dealers handling broiler accounts? 

Mr. McVey. Broiler chicks only to the extent that such would be a 
part of the dealer credit. We wouldn’t finance chicks as such. 

Mr. Brown. You had no working arrangement with any hatcheries 
for supplying chicks to your dealers on regular credit terms? 

Mr. McVey. If you are talking about broiler chicks, not to my 
knowledge. 

Mr. Brown. Do you think that any of your credit practices encour- 
aged the production of broilers in 1956 ? 

Mr. McVey. I would say that as a part of the industry, yes, credit 
practices have contributed to overproduction. 

Mr. Brown. Do you think that if there were some corrections made 
in credit policies that that would adjust the supply of broilers to keep 
production more in line with demand ? 

Mr. McVey. Let us put it this way; if we were to attempt to forbid 
certain credit practices I am not certain that that would necessarily 
reduce the supply of broilers because there may be an attempt to cir- 
cumvent the restrictions by growing contracts or other means. 

Mr. Brown. It is your opinion that the industry will have to look 
at both problems together ? 

Mr. McVey. Right. 

Mr. Brown. Mr. McVey, you have seen this thing coming on gradu- 
ally through the years. 

Mr. McVey. Yes, sir. 

Mr. Brown. Do you think the industry can get enough unanimity 
to adjust these credit practices in growing operations ? 

Mr. McVey. Congressman, I haven’t given up hope by a long ways. 
We are a growing industry and we have a lot of members of the in- 
dustry. On the other hand, there are two things we have in common: 
First, I think that we are either going to make money as individual 
corporations or else the sheriff will get us or our companies will fire 
us. That is one thing we all agree to. Secondly, I think that the 
members of the feed industry are reasonable people. If we can get 
the facts before the people of the feed industry, what the problem 
is, I think we are going to work ourselves into more orderly credit 
practices. 

Mr. Brown. Do you think it will be long in coming, or do you think 
it will happen overnight ? 

Mr. McVey. If the broiler market should drop another 2 or 3 
cents, it may happen overnight. If it stays where it is, it. may take a 
little bit longer. 

Mr. Brown. In other words, if it got real bad and got bad enough 
it might be enough bankruptcies and wash-outs and at least some real 
cramps to where people would do something about it? 

Mr. McVey. That is right. 

Mr. Brown. We would like to get into this egg field for a moment. 
There have been some complaints to the committee, frequent com- 
plaints, alleging that integration practices and things that have 
brought trouble in the broiler industry are spreading to the turkey 
and egg field. If IT may add, Mr. McVey, many of those letters 
mentioned General Mills’ egg production. I would like to quote for 
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you a letter which does not mention your company by name but states 
the problem in this way: It is from Mr. C. W. Tilson, general mana- 
ger of Central Carolina Farmers Exchange, Inc., of Durham, N. C. 
Mr. Tilson says, and I quote: 

When the feed companies 5 years ago first started paying broiler growers 
so much per thousand to grow broilers and guaranteed the grower that he would 
take no loss on any lot of broilers grown, I condemned the practice as unsound 
and destructive for the grower and the feed industry. I pleaded with feed 
manufacturers and feed dealers in meetings within our State and meetings of 
our national feed manufacturers and at southeastern poultry meetings to never 
let this practice get established. I told them, as well as our own farmers, that 
this would certainly lead to inefficient production and overproduction of broilers. 
I also contended that this practice would take broiler production out of the 
hands of the grower and make him a hired man or tenant of the feed manufac- 
turer and the feed dealer. I think that is just what has happened, and it is 
disastrous for farmers to get into that position on poultry which is one of their 
principal products. <A similar situation is reported in poultry magazines to 
be developing now in eggs produced for food, and it should not be done on eggs 
or any other farm commodity because the control of production should never be 
taken away from farmers and determined by another industry. We will have 
overproduction on eggs if this happens. 

Would you care to tell us whether General Mills feels that its egg 
program is similar to what this man describes has happened ? 

Mr. McVey. I will be very happy to. Our program is not even 
of the same type as the broiler growing contracts. We have no in- 
terest in the production of the eggs whatever except to find an 
orderly market and hope to share in the feed business. 

Now, our first step in our quality egg program is to establish a 
market for a quality egg. Once we establish that market and bring 
a premium, that premium will inure to the producer. The mer- 
chandizing of the egg is handled by an independent egg producer. 
Any buildings are built or supplied, they are handled by separate 
companies who are in the business of supplying equipment or build- 
ings or whatever it may be. Hatcheries supply the pullets. Our 
job is to supply the feed. 

Now, the farmer has an opportunity under our program, if he is 
a good manager, to make as much money as if he were not a member 
of the program, if not more, because we hope to be able to develop 
a place for his eggs and to get a premium price for the eggs because 
they are a quality product. 

Mr. Brown. They are caged laying operations? 

Mr. McVey. In some cases caged and in some cases floored. 

Mr. Brown. Now, the average producer under this egg program, 
which you say is a marketing program, how many birds would he 
have? 

Mr. McVey. The houses in the State of Kansas, which I believe 
they referred to, which have been given the most publicity, I think is 
1,680 birds to a house. 

Mr. Brown. Could you give the committee a rough estimate of 
the capital investment required in poultry houses where cages are in- 
volved to handle 1,680 birds? 

Mr. McVey. As I recall, the total investment, and that has been 
published, by the way, in the Farm Journal—I don’t have it with 
me at the moment—including the cages, the coolers, the refrigeration 
system and the house, the pullets, is around $11,000, around $10,000 
to $11,000. 
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Mr. Brown. In selling this program to growers has your com- 
pany made any suggestions to these people where they might obtain 
that $11,000 capital investment, Mr. McVey ? 

Mr. McVey. We intended, along with the others who collaborated 
in this program, to offer as near a complete package as possible. 
That financing has been available from more than once source. It 
is largely available, I am told, through private banks in the State 
of Kansas. Likewise, some of the house suppliers will finance the 
houses themselves. In other words, it does not necessarily mean 
Government financing. 

Mr. Brown. Have you ever suggested that the Government financ- 
ing might be a source of capital ¢ 

Mr. McVey. I understand that some of these houses are insured 
through the Federal Housing Administration. 

Mr. Brown. Have you in any of your printed material for the 
selling of this indicated that that might be a source? 

Mr. McVey. I wouldn’t be surprised if that were true. I wouldn’t 
be a bit surprised. 

Mr. Brown. Do you think that Government participation in pro- 
viding this capital has been substantial ? 

Mr. McVey. I have no idea except the statements I heard made 
here a day or two ago of the loans of the Federal Housing. Other- 
wise I have no information at all on it. 

Mr. Brown. What is the general geographical area where this 
plan has been developed ? 

Mr. McVey. We have several ones, but the one which has been 

iven national publicity in the Farm Journal magazine is the one 
in the State of Kansas, central Kansas. 

Mr. Brown. Is there a similar plan for Texas or. 

Mr. McVey. We have 1 in Arkansas; yes; 1 in Louisiana. 

Mr. Brown. Is there one in Missouri ? 

Mr. McVey. There is; yes. 

Mr. Brown. Was the plan sufficiently far along in 1956 that a lot 
of eggs were produced under that plan ? 

Mr. McVey. Absolutely not. In the first place, there were not 
enough eggs available for marketing until January of this year. In 
the second place, I think the Government’s figures will show that 
two-thirds of the increase in table eggs has been due to the increase 
in the rate of laying. The other one-third was due to the increase in 
birds. But the birds going into these houses largely were not even 
hatched during the 1956 year; only a small part of them were hatched. 

Mr. Brown. I am sure you wouldn’t mind if we just lay it right out 
on the table. There have been accusations that this contributed to 
the overproduction of eggs and the falling market. 

Mr. McVey. That is right; but that isn’t the fact. 

Mr. Brown. You plead not guilty ¢ 

Mr. McVey. Absolutely. 

Mr. Brown. Under this program do you guarantee any floor price 
on eggs? 

Mr. McVey. Wedo not. The processor in the State of Kansas, the 
Hirsch Food Co., does have a minimum floor on one type of eggs, 
grade A, large eggs. They have a floor of 37 cents, but not General 
Mills. 
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Mr. Brown. It has been indicated many times by many witnesses 
before this committee that any Government action that tends to 
guarantee a floor under a price increases production. Do you think 
that any private-industry action, from whatever source, that guar- 
antees a price floor tends to increase production ? 

Mr. McVey. Well, it would seem to me that that would depend 
upon where that floor is established. If the floor is established to 
make it an attractive floor, yes; but if the floor is low enough that 
I would think it would only save from disastrous conditions. 

Mr. Brown. In the instance of this firm you mentioned in Kansas 
that is guaranteeing a floor on grade A. Could you give the com- 
mittee some relationship on the price per dozen to the standard 
quotation ¢ 

Mr. McVey. They have been paying 37 cents for grade A, large, 
and I understand the market at Kansas City has been around 30 cents 
a good part of the period. 

Mr. Brown. In other words, 7 cents premium for quality eggs? 

Mr. McVey. That is right. Those eggs, of course, will bring a 
premium at the retail level. 

Mr. Brown. You initiated this policy to get more feed business; is 
that right? 

Mr. McVey. That is right. That is one of the reasons; yes. 

Mr. Brown. Do you think that by getting more feed business and 
all that, if this thing is expanded, that it will lead to complications on 
the supply of eggs in relationship to the demand ? 

Mr. McVey. No; but I think it will lead to better quality eggs, 
and it will lead to appreciation of the consumer of better quality eggs. 
After all, we are emerging from a period here where you went to the 
store and bought just eggs. You go to the store to buy virtually any 
other commodity with the exception of poultry, you have found a 
brand of product there you know from time to time the product is of 
certain quality and is always dependable, but eggs have just been 
eggs. Weare reaching a period here where eggs will not be just eggs; 
they are going to be a premium product and well cared for. 

Mr. Brown. As far as the money involved to get into this thing, you 
have told us about the capital requirement and the source for that 
being from a variety of sources. You have indicated, have you not, 
that General Mills will finance the feed required ? 

Mr. McVey. That is right. 

Mr. Brown. Have you also financed the bird itself? 

Mr. McVey. A part of it. If the farmer buys a $1.75 pullet, we 
will finance $1 of that investment, which represents roughly what the 
cost of feeding the pullet would be. That is a starter pullet, by the 
way. 

Mr. Brown. Does any other company with whom you might have 
a working arrangement on this thing finance the other 75 cents? 

Mr. McVey. I don’t know that. I don’t know that. 

Mr. Brown. There might be a possibility that a man could get in 
the business and be totally financed ; that is what I am trying to get at. 

Mr. McVey. I don’t know that. I can find out for you. I don’t 
know, quite frankly. 

Mr. Brown. Would it be in order for you to supply us with the 
answer ? 
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Mr. McVey. I would bewery happy to. 
Mr. Brown. And insert it in the record at this point. 
(The information referred to is as follows :) 


GENERAL MIILs, INC., 
Minneapolis, Minn., May 29, 1957. 
Hon. CHARLES H. Brown, 
Chairman, Subcommittee, Select Committee on Small Business, 
House Office Building, Washington, D. C. 


DEAR Mr. Brown: One of the questions which was asked of me at the hearing 
before your subcommittee on May 22 was whether a farmer could obtain pullets 
without any downpayment. You will recall that I had testified that we extend 
credit through our dealers under the Kansas quality egg program to the extent 
of $1 of the $1.75 cost price for a 16-week-old pullet. 

I find upon investigation that it is unlikely that a farmer would receive the 
full financing on the cost of the pullet. Under the package program, the re- 
maining portion of the cost of the pullet, that is, 75 cents, is included as a part 
of the $3,000 approximate downpayment which is expected from all the farmers 
who participate. The arrangements for the purchasing of the pullets are 
handled through our dealers, and we are not in a position to know with any 
degree of certainty how the farmer obtained the 75 cents balance which we do 
not finance. 

As you doubtless appreciate, in the extension of credit for feed, as well as 
perhaps anything else, it is impossible to trace the use of that money if the 
credit exceeds the amount of the inventory in the dealer’s place and the feed 
portion of his accounts receivables. Naturally we try to restrict the credit terms 
to cover only the amount of capital required for feed, but I am afraid that the 
practicality of doing business from day to day does not always restrict credit 
to that one purpose. 

In case you didn’t notice the article in the May 20 issue of Time magazine on 
Freeze-Dried Food, I am sending you that clipping which emphasized the im- 
minent possibilities of points made in my discussion. You will be particularly 
interested in noting that “Chicken * * * could be made to soak up several times 
(its) weight of wine or other flavorsome liquid.” It looks to me like the broiler 
industry may have some very interesting possibilities. 

Again, may I compliment you on the excellent way in which you conducted 
the hearing with respect to the feed industry. The fairness of your questions 
and the clear understanding of the problem which you very ably demonstrated 
certainly were appreciated by all of us. 

Very truly yours, 
D. H. McVey, 
General Manager, Feed Division. 


FREEZE-DRIED Foop 
[From Time, Inc., May 20, 1957, issue] 


Dehydrated foods, never much admired, may be headed for kitchen fame. 
This week Dr. A. Copson, of Raytheon Manufacturing Co., showed dried shrimp, 
lobster tails, strawberries, etc. that actually taste fresher than many fresh ones. 

A Raytheon dried shrimp is no shriveled, leathery remnant. It is nearly as 
big as a fresh peeled shrimp and made of a strange, brittle material with the 
consistency of popcorn or puffed cereal. Taken out of an airtight plastic en- 
velope, it smells like raw shrimp, and its color is about the same. When one 
of these brittle ghosts is dropped into tepid water, it softens quickly and swells 
a little. After half an hour of soaking and 2 minutes in boiling water, the 
shrimp is firm, sweet and tastes like a shrimp that has been carefully preserved 
by freezing. 

Waves to the center.—Dr. Copson explained that it is all done by freeze- 
drying. When a material that contains water is frozen and placed in a vacuum 
chamber, the ice crystals in it sublime, i. e., turn directly into water vapor with- 
out melting to water. Pharmaceutical manufacturers use freeze-drying to pre- 
serve sensitive drugs, but the process is difficult, and it had never been success- 
fully adapted to low-cost materials like foods. Another difficulty is that a 
considerable amount of heat (heat of sublimation) is required to evaporate the 
ice crystals. This heat must reach the center of the material, and in the case 
of most foods the evaporation of crystals near the surface forms a layer of 
corklike stuff that is an excellent insulator. It keeps heat of sublimation from 
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reaching the interior unless the surface temperature is raised so high that the 
food spoils. 

Raytheon gets around this problem by putting frozen foods in a vacuum 
chamber and shooting through them a powerful blast of ultrahigh-frequency 
radio energy. The waves agitate the molecules in the interior of the food and 
generate just enough heat to make the ice crystals turn directly into water 
vapor. If the job is handled properly, the food loses up to nine-tenths of its 
weight and turns into a brittle sort of substance while staying far below the 
freezing point. Chemical changes, which would damage flavor, cannot take 
place. Even unstable vitamins are preserved. 

Dr. Copson has successfully freeze-dried mushrooms, carrots, beef rib, and 
sirloin steak, veal cutlets, pork chops, lobster, shrimp, strawberries, and sey- 
eral kinds of fish. Uncooked green peas keep their shape but become as light 
as miniature ping-pong balls. Freeze-dried chicken breasts look like balsa wood. 
For gourmets, freeze-dried foods offer some interesting possibilities. Chicken 
or fish could be made to soak up several times their weight of wine or other 
flavorsome liquid. 

New cookery.—Raytheon regards its new process as experimental, and it does 
not yet know how long freeze-dried foods will keep at room temperature. They 
can be stored in plastic envelopes filled with nitrogen to prevent oxidation, but 
in the case of meat that contains fat there may be a tendency to deteriorate 
with time. Elaborate tests are now in progress to find the best ways to package 
and store them. 

Cautious Raytheon men do not want to predict what effect freeze-drying will 
have commercially. But they point out that freeze-dried foods can be shipped 
without costly refrigeration and stored on grocers’ or housewives’ shelves. The 
armed services are interested because of the possibility of supplying troops in 
the field with food that tastes as good as if it were fresh but weighs about 
one-fifth as much. 


Mr. Brown. What you are doing in effect is that you are putting 
people in the business of quality egg production, encouraging them 
to go into it, is that right ? 

Mr. McVey. That is right, for an area where there is a definite need 
for it and there is a long-standing need. 

Mr. Brown. You have not engaged in that in areas where there is no 
need ? 

Mr. McVey. No. 

Mr. Brown. And the basis for determining need is quality eggs; 
that is, grade A eggs, or premium eggs? 

My. McVey. That is right. 

Mr. Brown. Not necessarily total egg production of an area. It is 
the premium for quality eggs? 

Mr. McVey. That is right. 

Mr. Brown. Does the company plan to expand that program ¢ 

Mr. McVey. We think the program is fundamentally sound and as 
it proves itself then we would expand it. On the other hand, a thing 
of this character, of course, is building a market, building a customer 
appreciation, a customer franchise. How long that will take and how 

rofitable it will be is something we are going to have to work our way 
into gradually. We don’t intend to plunge into this thing, but we 
still have faith that this is the best way to get the maximum income 
for the farmer. 

Mr. Brown. In other words, you feel you have a better mousetrap 
and you are going to promote it ? 

Mr. McVey. That is right, definitely. 

Mr. Brown. So you feel that that will contribute to overproduction 
any more than, say, an extension of credit terms or companies going 
into egg production as such ? 
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Mr. MoVey. I don’t see where it. would tend to encourage overpro- 
duction. The first thing is that if anything it might increase the 
demand for eggs, better appreciation of them. The second thing is 
are we not in a period here where we are evolving and we have people 
going into the chicken business and going out of it? There is no 
francise for anyone of us to be in or out of it. You have chicken houses 
falling apart and new ones going up. We don’t see where this one 
program by reason of getting a better customer appreciation of eggs 
would itself contribute to over production. 

Mr. Brown. Mr. McVey, if I could be the Devil’s disciple for a 
moment, suppose that this program rocks along and these people do 
all right i in the early stages with this risk that they are taking. They 
are on the hook for some credit. They have built some poultry y houses. 
They have some money involved. Now, suppose that they have a 
rough year or so and they want out. Here is a $11,000 investment out 
here. Will it follow the pattern that the broiler business took where 
when that poultry house was idle in the broiler business the feed 
companies came in and filled up the houses. Do you think that Gen- 
eral Mills might be tempted at least to fill the houses ? 

Mr. McVey. Not us. We have not engaged in broiler-raising con- 
tracts, nor do we intend to do so on eggs or turkeys. Whether some- 
one else might fill the house up under those circumstances is some- 
thing I can’t answer. 

Mr. Brown. There might be the possibility there. 

Mr. McVey. Any kind of empty house, even those houses not de- 
signed for layers, might be converted. 

Mr. Brown. Of course, as long as somebody—and you have indi- 
cated that it isn’t General Mills—guarantees a 37-cent floor on grade 
A eggs, there are going to be some happy producers ? 

Mr. McVey. Right. 

Mr. Brown. Mr. McCulloch. 

Mr. McCutiocn. Yes. 

Mr. McVey, do you think that that organization which is guaran- 
teeing 37 cents a dozen for eggs will be long able to guarantee that 
unless the eggs are efficiently produced and are of high quality? 

Mr. McVey. Well, we hope so. Of course, they have had the most 
adverse year, a year in which eggs are at a 15-year low, to start with. 
They are a long-established company. They have been in business 
for 50 or 60 years, and I presume that they know pretty well what they 
are doing in this egg business. 

Mr. McCuttocn. I would like to rephrase that question. It was 
not very well put. Do you think this organization which is guaran- 
teeing a price of 37 cents a dozen can long continue to guarantee that 
price if the quality of eggs and efficiency of production does not 
justify it ? 

Mr. McVey. Well, if the quality of the egg doesn’t justify it or the 
efficiency of production, no, of course, not. In other words, this is 
predicated on a quality product. 

Mr. Brown. And that concept is in accordance again with the best 
traditions of private individual enterprise in America ? 

Mr. McVey. That is right. 

Mr. McCutzocn. I know that your company is not now engaged 
in any growing contracts. 

Mr. McVey. That is right. 
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Mr. McCutiocn. Have you ever been engaged in any contracts? 

Mr. McVey. No. 

Mr. McCuttocu. This is a personal observation. I think you ought 
to be complimented for not engaging in any. 

Do you believe that regulation of quantities of eggs, of poultry 
or eggs, by the Government would be probably a longtime approach 
to the solution of this problem ? 

Mr. McVey. Do you mean an allotment system or something of that 
kind, Mr. Congressman ? 

Mr. McCuttocn. Yes. 

Mr. McVey. Very definitely not. 

Mr. McCutxocn. Do you believe that there is first a desire, and 
second the ability to get the industry to cure most of the ills with 
which this industry is now confronted ? 

Mr. McVey. I think that desire has increased immeasurably here 
in the last 6 months. 

Mr. McCuttocn. And do you think that there is the ability within 
the industry to solve most of these problems? 

Mr. McVey. That is right; I do, yes. 

Mr. McCutxocn. And is it your opinion that most of these problems 
are the same kind of problems with which other economic activities 
have been confronted in the past in our history ? 

Mr. McVey. That is right; I do. 

Mr. Brown. Would the gentleman yield? 

Do you think they were more serious this time than in previous 
years? 

Mr. McVey. I think that the broiler situation in 1956 was more 
serious than in previous years; yes. 

Mr. Brown. Do you feel—you stated earlier that while you were 
unable to suggest any legislative steps that would bring about more 
orderly production than to maintain freedom of arrangements be- 
tween the producers of the end product and those who participate in 
one way or another in the production. 

Do you think it is a goal that might well be pursued? Legislation 
doesn’t have to take the form of marketing allotments and price 
supports; does it ? 

Mr. McVey. No. 

Mr. Brown. Do you think, Mr. McVey, there might be a possibility 
that the Government might extend help to this industry in a matter 
of policing of credit or something of that kind? 

Mr. McVey. I would hesitate to categorically say “Yes” or “No” 
without knowing specifically what you have in mind. I feel by and 
large if the Government would leave industry handle it it will be 
handled better on the long-term basis. 

Mr. Brown. And you feel that the industry will handle it ? 

Mr. McVey. I do, yes. 

Mr. Brown. Mr. Sheehan ? 

Mr. SuHrenan. No questions. 

Mr. Brown. Thank you very much, Mr. McVey. We genuinely 
appreciate your coming here and helping us out. 

Mr. Brown. I would like to call the witness of the Chas. M. Cox 
Co., of Boston, Mass. 
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Mr. Burns, do you solemnly swear that the testimony you are about 
to give before this committee will be the truth, the whole truth, and 
nothing but the truth, so help you God ? 


Mr. Burns. I do. 
TESTIMONY OF R. E. BURNS, CHAS. M. COX CO., BOSTON, MASS. 


Mr. Burns. My name is R. E. Burns; I am an officer of the Chas. M. 
Cox Co., a feed manufacturer with main offices located in Boston, 
Mass.; we manufacture livestock feeds under the trade name of 
Wirthmore. 

The basic policy of the feed industry and of the Chas. M. Cox Co. 
is service to agriculture. We produce livestock feeds for all farm 
animals using feed formulas which are based on our own research 
and experiments. Our object is to produce the best feeds possible, 
consistent with sound economics and ultimate returns to the feeder. 
A separate agricultural relations department is maintained to work 
with agricultural educational agencies, colleges, schools, farm organ- 
izations, clubs, and so forth. One of our objectives is to discourage 
the 5-percent annual decrease in farm population and to encourage 
and attract young men of high caliber to farms by demonstrating the 
opportunities that are to be found in various kinds of farming. We 
have technically trained poultry and dairy servicemen distributed 
throughout our areas of operation who provide such assistance as 
farmers may request concerning management problems. 

We have a credit program but it cannot be described except in gen- 
eral terms. There is no set formula that can be applied in every in- 
stance where credit is requested. Each case must be weighed indi- 
vidually by taking into consideration financial responsibility, man- 
agement, equipment, and other related factors. Certain basic prin- 
ciples are followed in granting credit. 

1. The credit granted must help the borrower improve his business 
rather than burden it. 

2. The credit extended must liquidate itself from gross earnings and 
must not be dependent on the sale of collateral or fixed assets. 

3. Repayment must be timed so as to coincide with receipts of gross 
income. 

4. The person to whom the credit is granted must have the ability 
to handle the credit profitably. 

The procedure followed by our salesmen in screening and presenting 
new accounts for credit approval is as follows: 

1. They find out what the applicant needs for credit as distinguished 
from what he wants. 

2. They obtain a late financial statement, preferably one prepared 
by the applicant’s accountant or auditor. 

3. They obtain a bank reference and check with the bank to deter- 
mine its experience with the applicant, his payment record, the amount 
of credit extended and the bank’s opinion of the financial and moral 
responsibility of the applicant. 

4, They obtain other pertinent information such as whether the 
property values shown are reasonable and they make inquiries to help 
them in forming an opinion concerning the ability of the applicant 
and his local reputation. 
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5. The salesman submitting an application expresses his personal 
recommendation as to the credit that should be granted. 

After the information presented is analyzed, credit terms are es- 
tablished. Normal credit terms are 1 percent, 7 days and net 30. 
Terms other than these are established after a consideration of all the 
facts submitted. Each case is treated on its individual merits. 

Matters of policy concerning every aspect of our business are in a 
constant state of evolution and subject to adjustment to meet the 
changing needs of agriculture. For several reasons, the poultry i in- 
dustry is a dominating factor in our policymaking. One reason is 
that it represents the greatest manufactured feed tonnage. There 
were 35 million tons of manufactured feed produced on a national 
basis last year. We understand that poultry feed amounted to more 
than 60 percent of this total tonnage. Another reason is that there 
have been many marked changes and much progress in breeding, 
feeding, and efficiency of poultry operations. It is estimated that 
70 percent of all poultry feed is consumed by laying birds or by lay- 
ing flock replacements. <A portion of the balance of 30 percent which 
is sold as starting and broiler feeds is used for feeding replacements, 
the amount of which cannot be accurately determined. We estimate 
that not in excess of 25 percent of the total poultry feed sold is con- 
sumed by birds grown for meat. 

Each field within the poultry industry is specialized and must be 
considered independently. In New England, which is our prin- 
cipal area of operation, turkey feeds represent a relatively small 
volume of total sales—perhaps 3 to 5 percent. This business is 
gradually increasing. Each turkey consumes 70 to 80 pounds of feed 
prior to marketing and the growing period, except for a limited supply 
of turkey broilers, is from 18 to 22 weeks. Turkey finance plans have 
been developed to meet the peculiar needs of the turkey raiser. 

Producers of table and hatching eggs consume the major portion of 
poultry feeds. In some areas, this is a highly specialized industry. 
The credit needs for egg producers are dealt with on an individual 
basis by the feed dealers. We have no specific arrangements for over- 
all financing of egg production. We are currently exploring and op- 
erating an extremely limited pilot plan for financial assistance in the 
rearing of breeder flock replacement pullets, but we have not yet es- 
tablished a policy concerning such credit assistance. 

The broiler industry with its current problem of oversupply has had 
its influence on the egg market. A substantial volume of hatching 
eggs has been diverted into consumer channels with a resulting de- 
pressing effect on egg prices. The reasons for the current distress in 
the broiler industry are best understood if we review the factors in- 
volved in the unprecedented growth and development of the poultry 
and meat industry. 

Twenty years ago, poultry meat was a byproduct of egg production. 
There was a seasonal flush of old hens and surplus cockerels that were 
slaughtered within a period of a few months. Market prices fluctu- 
ated with supply and demand and there was no compelling incentive 
to raise poultry meat as a principal product. One exception was the 
Delmarva Peninsula where, due to economic circumstances, farmers 
had turned from strawberry culture to large-scale broiler production. 
Bank credit established on a yearly basis for a single crop of straw- 
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berries was suddenly made available for the short-term credit needs of 
broiler growers. This credit situation was wnique and could not be 
duplicated in other areas where the banks were not under pressure to 
make loans to replace discontinued strawberry loans. The short-time 
loans stimulated the broiler business in the Delmarva Peninsula to 
such an extent that farmers elsewhere were induced to seek credit for 
a like expansion. Through the pressure of competition, the feed 
companies filled such needs indirectly by granting credit to their 
dealers. 


When the banks in the Delmarva Peninsula discovered that the broiler loans 
were not profitable, most of them withdrew from the field and the feed companies 
directly or indirectly took their places. Feed manufacturers were cautious but 
found in the processor one of the few who could provide a satisfactory financial 
statement to justify credit for an exploratory venture into this relatively new 
field. 

The broiler industry grew very rapidly. The 1930’s were difficult times for 
many farms. Farmers, and particularly those with marginal lands, needed new 
sources of revenue; and idle sheds and barns were easily converted into facilities 
for raising broilers. As the business grew, the fluctuations in market prices be- 
came more serious risks for the farmers and the unscheduled maturing of flocks 
created a problem for poultry-processing plants which needed a constant source 
of poultry so that their plants would operate efficiently. Processing plants were 
also troubled by market fluctuations. The processors obtained the needed con- 
stant supply through an integrated plan under which arrangements were made 
with hatcheries and farmers whereby hatcheries supplied the producers with 
baby chicks; the producers employed the farmers on a per-unit basis to raise the 
broilers thereby giving them an income free of market risks; and the dealers 
for the feed companies supplied the feed to those producers who had good eredit. 
As a result, the broiler business became a large industry in an amazingly short 
time. 

A willingness on the part of the broiler grower to participate in the integra- 
tion on a contract basis was essential if this plan was to succeed. His alternative 
was to raise and sell four lots of birds a year, with fluctuating income based on 
the average market for the four marketing days involved. Acceptance of the 
plan was prompt and almost universal. 

With the foregoing basis for expansion, the growth of the broiler industry 
gained momentum that under normal circumstances would have very quickly 
plunged it into overproduction and the economic pressures arising therefrom. 
However, the war years created abnormal demands and in years of rising stand- 
ards of living, the consumer demand for broiler meat substantially paralleled 
and, in some instances, raced ahead of broiler production. The feed industry 
produced more efficient medicated rations; the poultry breeder developed more 
efficient strains of birds; the grower improved his efficiency; the processor 
graded, packaged, and presented a more attractive product; and the wholesale 
and retail outlets made their contributions with improved refrigerator facilities 
and better merchandising. Consumption per capita increased from approxi- 
mately 6 pounds to the present rate of approximately 30 pounds per person. In 
this period of prosperity, further integration by the processor was inevitable. 
To meet growing competition and to spread their risks, some processors added 
hatcheries, breeder flocks, and, in some instances, feed mixing operations. 

There are independent poultry growers who want some of the security that is 
afforded by integration with processors and at the same time would like a share 
in the profits. To meet this need, the feed industry has developed broiler financ- 
ing plans, most of which guarantee an income and afford some chance to share in 
profits. Some are incentive plans which guarantee a minimum income and give a 
share of the profits or pay premiums for efficiency of operation. In some in- 
stances, losses are absorbed equally by the hatchery men, processor and feed 
manufacturer. The plans differ; but as a whole, they seek to make available to 
independent growers the advantages of a fixed return. Our venture into this 
field has involved approximately 2 percent of our total sales. We have limited 
such financing to those who have proven themselves to be good operators. 


About 16 months ago, production passed the point where there was 
a demand at prices that would yield profits to those engaged in the 
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broiler industry, and the evils of overproduction began to make them- 
selves felt. Purchasers of large amounts of broiler meat had and still 
have an opportunity to benefit “from competition among those who are 
processing because the processors would take large losses if they were 
to curtail their operations to any great extent. The other usual 
strains of overproduction are being felt by the industry. 

The overproduction has not been slowed by the process which is 
usual when there is an overproduction of a specialized farm product. 
As a part of an integrated operation in which there are substantial 
financial resources available to the processors, broiler farmers have 
remained in business with guaranteed incomes, even though such in- 
comes are less than they were receiving during the early stages of the 
broiler development. The processors have too much at stake to give 
up, and feed is being supplied to those who can buy it. Consequently, 
the leveling off that might otherwise have occurred earlier is late in 
arriving. 

In 1956 a phenomenal 1,345 million broilers were produced which 
was 26 percent more than had been produced the previous year. It is 
indicated that the industry is capable of producing double this amount 
in a relatively short period. According to recent Government reports, 
continuing increase in broiler chick placements i in some areas has more 
than offset reported reductions in the others. The hardships which 
will accompany the adjustment back to normal production are more 
difficult because the adjustment has been so long overdue. 

We feel that there is one factor relating to raising broilers which 
must be kept in mind by all concerned. Growing and preparing 
broilers for market is no longer an incidental farm operation that may 
be carried on with a minimum of equipment and working capital. It 
is a highly specialized industry that requires special skills, business 
organization, and substantial capital outlays to make it operate as it 
must if the demand that has now been created is to be met at prices 
that will support the demand and at the same time give the producers 
and processors a fair return. 

We see no alternative to that of allowing supply and demand to 
function in our free economy, without governmental controls, so that 
the unprecedented expansion will be slowed down to a normal ‘growth. 
It is significant that throughout the recent period of stress there has 
been no appreciable accumulation of poultry in storage. The public 
is consuming our present rate of production which indicates that the 
surplus is a relatively small percentage of the total volume. Any 
program which w ould tend to encourage further production incon- 
sistent with consumer demand would appear to be detrimental to all 
segments of the industry. 

Mr. Brown. Thank you very much, Mr. Burns, for a very excellent 
statement. 

I would like to start in, if I might, with the conclusions you arrived 
at in which you state that any program which would tend to encourage 
further production inconsistent with consumer demand would : appear 
to be detrimental to all segments of the industry. Would you say that 
any program, whether it is a Government program or an industry 
program, that tends to do that would be detrimental ? 

Mr. Burns. I agree it would be. 

Mr. Brown. In 1956 I guess it is assumed by everybody that supply 
got beyond demand and some people suffered. Did your company 
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raise or actually grow any more poultry meat yourselves in 1956 than 
you did in previous years? 

Mr. Burns. Well, we had a broiler growing program which we 
started in, I believe, the middle of 1955. We were approached by a 
couple of small producers, small-business men in our area, who were 
having difficulty getting poultry to process because of the various 
times the independent growers had the birds out and so forth, and they 
couldn’t get a constant supply. So we entered into a tentative experi- 
mental or what-have-you program with a limit of 1 million birds at 
that time. During 1956 we cut that back to about 600,000. 

Mr. Brown. You cut it almost in half in 1956, is that correct? 

Mr. Burns. I believe the last report I have here, if I can find it, 
642.000 birds. 

Mr. Brown. Have you made any further cutbacks since that one 
rather large one ¢ 

Mr. Burns. Well, of course, that was a gradual one. I mean, you 
realize you can’t cut out 40 percent likethat. It takes at least 10 weeks 
because of the type of business. 

Mr. Brown. A man can get in this business faster than he can get 
out, is that right? 

Mr. Burns. That is true. 

Mr. Brown. That is true of most businesses, I have observed. 

Did you make any substantial changes in your credit policies in 1956 
from previous years ? 

Mr. Burns. No; I don’t believe we did. When the FMA came out 
with the recommended credit practice, I believe that was in 1953, we 
conformed pretty well to those maximum credit terms on broilers. 
They were 90 days at that time and we cut them back to 75. So in 
1956 we were pretty well conforming with the recommended practices 
and we certainly looked our accounts over much more carefully than 
in previous years because of the conditions. 

Mr. Brown. Do you feel that 75 days still covers the length of grow- 
ing period and then some in view of new industry technological 
developments ! 

Mr. Burns. It does. As a matter of fact, I believe that we would 
prefer to be on a flock-to-flock basis where the individual pays for the 
feed that is in the bird when the flock is sold. In that way you would 
have varying terms, but you would certainly never run over probably 
75 days. 

Mr. Brown. Have you made that recommendation to the feed in- 
dustry from time to time / 

Mr. Burns. Well, that was discussed in our last meeting, and I don’t 
recall what the conclusion was at the moment, but a great many of the 
feed manufacturers do operate on that kind of basis. 

Mr. Brown. You recommended it and it was discussed but there 
hasn’t been any action taken yet to put back to a flock basis in the in- 
dustry, has there? 

Mr. Burns. I believe that the testimony previously stated that we 
had these recommendations that we discussed prior to the FMA meet- 
ing, and it was held in abeyance until the outcome of this. I believe 
this was the testimony previously. 

Mr. Brown. Speaking for your company, I believe you have already 
said that you prefer the flock financing type of arrangement to the 75 
or 90 days? 
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Mr. Burns. Definitely . 

Mr. Brown. Can you go into it though if a substantial number in 
the industry doesn’t accept it ? 

Mr. Burns. I don’t see any reason why not. We had a rather large 
customer down the shore that we had on a flock-to-flock basis and it 
worked very well. It doesn’t work so well in certain areas because 
where you have established credit terms, in other words, if you have 
75 days it is rather difficult to cut the fellow back to a flock to flock, 
because on a continuous operation that results in about 50 days rather 
than 75. 

Mr. Brown. I judge from your statement that you feel that this 
so-called integration or contract growing type of operation is moving 
into the turkey and egg fields as well as the broiler field; is that 
correct 

Mr. Burns. Well, we have heard that. We have not. Of course, 
we are primarily a New England concern. We do have distribution 
in other areas, but the areas that we are operating in we haven’t run 
into that too much, although we have heard that it is beginning in, 
say, the Shenandoah Valley. 

Mr. Brown. You haven’t noticed any big credit changes on the 
financing of turkeys, for instance, in New England ? 

Mr. Burns. No. 

Mr. Brown. Nor on eggs? 

Mr. Burns. I don’t believe so, no. 

Mr. Brown. Has your company ever helped a grower or a dealer 
secure capital for a poultry house or equipment? 

Mr. Burns. Well, yes, that is part of our service to the individual 
if he wants to improve his laying houses, say, or any other type of 
capital expenditure to make the operation more efficient, we do try to 
work with him and perhaps take him to the bank or any other lending 
agency which might lend him the money to do that. 

Mr. Brown. Have you ever advanced any of your own capital to 
growers or dealers for that purpose ? 

Mr. Rurns. Well. we do have a bulk bin financing program. which 
is not large, but we have that set up on the basis where the individual 
pays either so much a ton or so much a month, with the bin being paid 
for within a 12-month period. 

Mr. Brown. Would you say that in most cases where vou finance the 
bulk bin that it is already a customer who is a bag feeder or who has 
been feeding bags of some other type of feed; in other words, not a 
new man going into the field? 

Mr. Burns. No, nota newman. Asa matter of fact, most of them 
would be individuals who are already feeding our feed. 

Mr. Brown. Do you think that this practice that has grown up of 
feed manufacturers or dealers getting into the growing of poultry 
meat, production of eggs in some instances, is a healthy one? 

Mr. Burns. That is a very difficult thing to answer, but I think that 
a feed manufacturer should have the freedom to go into that type of 
thing just as much as the processor has the right to go into the feed 
business. 

Mr. Brown. Do you think the trend will continue? 

Mr. Burns. Well, it certainly looks so right now, although it is a 
little early to tell. It is still in the experimental stage. I believe 
one of my predecessors on the stand here remarked that when the 
losses get great enough you will get out. 
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Mr. Brown. Would you say that a lot of independent growers will 
get out before some of the feed manufacturers and feed dealers get 
out? 

Mr. Burns. Yes; I think that is one of the things that has made the 
broiler industry previously react much more quickly than it does now, 
because they have to get out. As a matter of fact, you would have a 
great many more people going out, a much higher mortality probably, 
if you are in a situation where you had independent growers. 

It is interesting. I have a study here by the University of Maine 
prepared for a conference of agricultural economists and representa- 
tives of Wirthmore Feeds in April 1957, and they made a study in 
1955, which we all seem to agree was a good broiler year, and they 
made a study of contract growing and they asked the individuals who 
are under contract if they would prefer to be under contract or indi- 
vidual independent growers and 80 percent of them replied that they 
were very happy under contract and would not want to go back to 
independent growing even if financing were available. 

Mr. Brown. The committee genuinely appreciates your directing 
our attention to that study. I wonder if we could get a copy of it 
for the record. 

Mr. Burns. Yes; I believe Mr. Zietz could probably get it. You 
can have mine. It has notes all over it, but if you don’t mind. 

Mr. Brown. We would appreciate if you can get acopy. We would 
like to have that for the file without objection. 

Thank you very much. 

Now, Mr. Burns, in growing these birds yourself have there been 
incentive provisions in your contracts with the people who actually 
do the labor ? 

Mr. Burns. Yes; the incentive was based on a market price and feed 
conversion, two factors, so that the higher the market went the more 
vou got. 

Mr. Brown. Was there also a minimum ¢ 

Mr. Burns. There was a minimum of one half a cent per bird per 
week. 

Mr. Brown. In the early stages of your contract growing were there 
more growers who got into the bonus bracket than there have been 
lately ? 

Mr. Burns. Of course, they would. I mean, as your market was 
better, if you got up to 22 or 23 cents, naturally they would get a much 
greater return than if it was 16 or 17 cents. 

Mr. Brown. This is a supposition question, but I just would like 
your reaction for the reeerd. Suppose this thing levels off to where 
it is a tight squeeze to make money in this business, and the growers 
«re getting the minimum instead of getting into the bonus brackets 
the way they have in the past, do you think they will be as happy 
under those circumstances as they have been up to now ? 

Mr. Burns. No; I don’t think they will be. None of us are happy 
to take a cut in our income. There is no question about that. 

_Mr. Brown. Do you see any danger of this market situation con- 
tinuing on a level where it is more the minimum growing contract 
proposition ? 

Mr. Burns. I think that that is a difficult one for me to answer, 
but if we can depend on what we read it looks as if it will be a little 
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better later on in the year, but it will never have the exaggerated 
swings that it has had previously, I don’t think. 

Mr. Brown. I notice that those are the bells for the quorum call. 

Mr. McCuniocu. Mr. Burns, I particularly like the last paragraph 
of your formal statement. I like it so much that I am going to quote 
the first sentence and the last sentence of that paragraph with a 
comment. The first sentence that I quote is as follows: 

We see no alternative to that of allowing supply and demand to function in 


our free economy without governmental controls so that the unprecedented 
expansion will be slowed down to a normal growth. 


Now I quote the last sentence from that paragraph: 


Any program which would tend to encourage further production inconsistent 
with consumer demand would appear to be detrimental to all segments of the 
industry. 

Mr. Chairman, I hope that the boards of directors of feed mills all 
over the United States have this part of Mr. Burns’ statement and 
when they nod their head in agreement with the first sentence of that 
paragraph that they decide immediately thereafter to send to their 
sales manager the last sentence of that paragraph. 

Mr. Brown. Thank you, Mr. McCulloch. 

Mr. Sheehan. 

Mr. SuHeenan. No. 

Mr. Brown. Mr. Burns, do you have anything further to add? 

Mr. Burns. No. You asked about the leveling off in the produc- 
tion of broilers. I just would like to get on the record the figures on 
storage poultry that we do have. On March 31, 1956, there were 22 
million pounds in storage. On March 31, 1957, there were 17 million 
pounds in storage. So it does look as if there is a little bit of hope for 
the broiler industry. 

Mr. Brown. Isn’t that good to see? 

Mr. Burns. It certainly is. 

Mr. Brown. It is a situation that might forestall that fall disaster 
that happened last year. 

Now, Mr. Burns, on behalf of the committee I want to thank you 
very much for coming here and helping us. You have been here for 
many days listening to these hearings and now you have participated 
and helped us immeasurably with a very excellent statement. 

Mr. Burns. I want to thank you, Mr. Brown, and especially for 
the way you have conducted the hearings. I think it has been excel- 
lent, and I think it will do a lot of good. 

Mr. Brown. Thank you. I hope it does. 

At this point in the record the Chair would like to announce that 
Lindsey-Robinson & Co., of Roanoke, Va., were invited to participate 
in the hearings and then requested to submit a written statement and 
were excused from personal appearance. The statement is inserted 
at this point. 

(The statement follows :) 


LINDSEY-ROBINSON & Co., INc. 
Roanoke, Va., May 14, 1957. 


Hon. CHARLES H. Brown, 
House of Representatives, 
House Office Building, 
Washington, D. OC. 


DEAR CONGRESSMAN Brown: It was my pleasure to meet you in Chicago during 
the convention of the American Feed Manufacturers and to learn of the signifi- 
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cance of the hearings which you are now conducting for the House Select Com- 
mittee on Small Business relative to the poultry industry, ete. When I received 
your letter of invitation in late April I did not understand that this was a letter 
of limited invitation to a small group of feed manufacturers. 

After the discussions in Chicago we attempted here to prepare for participa- 
tion in the hearings before your committee. Due to previously made plans I 
was not able to return immediately to my office and upon doing so found that 
several pressing matters here made it impossible for me to devote the time to 
the preparation of a statement and other information which would be of any 
value to your committee. I also found that the only other person in our organ- 
ization who could assist me was out of town, and was also committed to a trip 
to Atlanta this week which he could not avoid. As a result we have not been 
able to make arrangements to be in Washington this week. 

As I believe you know ours is one of the small companies to whom you wrote, 
perhaps the smallest. Our operations are quite limited and are confined pri- 
marily to the State of Virginia. We have only one manufacturing plant. We 
sell a small amount of feed in other States. Because of our limited size we 
have a very limited staff organization which makes the preparation of details 
for a statement such as you have requested quite a burden. Quite frankly we 
are understaffed and it would have been an impossible task to have finished the 
necessary material by this date. I am sure that you appreciate this problem, 
and realize that the larger companies have adequate staff assistance who can 
be put on work of this kind without any sacrifice to their daily responsibilities. 

Inasmuch as our company is small and has been compelled to follow very con- 
servative financing policies because of lack of capital, it is difficult for me to 
comprehend just what our information could contribute to the understanding of 
the problem under study. We sell exclusively through feed dealers whom we 
finance in selected cases and according to very conservative policies. These 
dealers in turn finance poultry producers, in some cases on so-called contract 
arrangements. This financing involves broilers and turkeys primarily. We 
have only limited control over the policies followed by these dealers who are 
independent businessmen. We do not offer any risk or no-loss protection to 
these dealers, as apparently has been done by some feed manufacturers. We 
cannot afford to do so, and we disapprove of the practice. 

It is our conviction that the critical problems which have arisen in the pro- 
duction of commercial broilers is a natural outgrowth of rapid expansion of a 
new industry that has been very profitable to all concerned. Farmers seeking 
to increase their income have entered broiler production and have been well 
rewarded. The modern broiler industry is a new industry and is an agricultural 
asset. It has also benefited consumers. During 1956 it entered the area of 
overproduction as was predicted. Practically speaking there is no way to deter- 
mine this area except by going through the actual experience. The condition 
still exists this year which is bringing about realinements and adjustments 
throughout the industry which will eventually bring stabilization of production, 
costs, and prices. It is our opinion that such stabilization is desirable and that 
Government interference through various controls would only disrupt the 
process which would be undesirable. In the meantime, it is evident that many 
individuals at all points in the industry will suffer financial damage. This is 
a natural process in curbing excesses. Many favorable signs have already 
appeared. 

I would not presume to say that everything in the picture is perfect, or that 
it ever will be. In a free country it is impossible and undesirable to deny in- 
dividuals the right to act freely. In this industry, which is so scattered and 
diversified, the free acts of a few are not significant to the total situation. 

We might add, parenthetically, that we have not suffered any losses from 
dealer accounts during these past several years. It is possible that we may 
suffer some losses if some of our dealers are unable to withstand market losses 
which they have sustained in the last 6 months. We believe that this is the 
result of our necessity for being careful and conservative in extending credit to 
a feed dealer. We believe that, if all feed manufacturers would practice equal 
conservatism, it would contribute to the stabilization of the problem. This 
however, is not the entire solution; it is just part of the situation. 

We appreciate the interest which you and your committee are taking in an 
effort to improve this problem, which has remained critical for many months. 
We hope that the collection of this information will lead to a clear and accurate 
picture from which all can obtain a clearer understanding. 
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It is our hope that the developments of your committee will be sufficiently 
adequate and complete, so that it will not be necessary for this company to 
appear, realizing the burden which this imposes in both time and expense. If, 
however, such should be of sufficient importance and necessity to the work of 
your committee, please be assured that we are willing to be of assistance and 
any help which we can render. 

Very truly yours, 


C. GRATTAN LINDSEY, Jr., President. 
Mr. Brown. The committee will be in recess at this time. 
(Whereupon, at 12: 10 p. m., the committee recessed to reconvene at 
9; 30a. m., Thursday, May 16, 1957.) 
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THURSDAY, MAY 16, 1957 


Hovskr or REepresENTATIVES, 
SuscommitTree No. 6 on Foop INpustTries OF THE 
Setect Commrrree To Conpuct a Stupy AND 
INVESTIGATION ON THE PropLEMS OF SMALL BUSINESS, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 9: 50 a. m., in room 362, 
Old House Office Building, Hon. Charles H. Brown (chairman of the 
subcommittee) presiding. 

Present: Representatives Brown (presiding), McCulloch, and 
Sheehan. 

Also present: Mortyn K. Zietz, special counsel, and Victor P. 
Dalmas, adviser to minority members of committee. 

Mr. Brown. The committee will be in order, 

We would like to hear, first, from a gentleman who has waited very 
patiently for many days; Mr. Riggs, ef the Quaker Oats Co. 

Do you solemnly swear that the testimony you are about to give 
this committee will be the truth, the whole truth, and nothing but the 
truth, so help you God ? 

Mr. Riaes. I do. 


TESTIMONY OF I. S. RIGGS, VICE PRESIDENT, THE QUAKER 
OATS CO., ACCOMPANIED BY DR. L. A. WILHELM 


My name is I. S. Riggs. I am a vice president of the Quaker 
Oats Co., a feed manufacturer with main offices in Chicago, Ill.; we 
manufacture feeds under the trademark “Ful-O-Pep.” 

The Quaker Oats Co. has been a feed manufacturer for half a cen- 
tury. Our feed sales are made largely to feed dealers, grain elevators, 
implement, hardware, and lumber dealers, all mostly in rural areas. 
Some remaining feed business is done in urban centers, where there is 
still a good farm trade. Approximately 60 percent of our volume is 
poultry feed business. 

Today’s feed credit policies are the result of the rapid changes that 
are taking place in agriculture generally. Farms are Desitaaituar larger, 
with more specialization in the production of meat, milk, and eggs. 
These agricultural changes bring requirements for new services— 
capital for expansion, improved husbandry practices, larger numbers 
of animal units per farm, more credit. 

To appraise the present broiler situation, we must understand 
what tremendous progress and growth the industry has accomplished. 
In 1934 commercial broiler production was approximately 34 million, 
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by 1950 it was 500 million broilers, and in 1956 it had increased to 
1 300 million broilers. Part of this growth came because of red meat 
shortages during the war. After the war broiler production con- 
tinued to gain momentum and an increasing share of the meat market. 
Per capita poultry meat consumption has “increased from 15 pounds 
in 1934 to the present 28.5 pounds per capita annually. 

Public demand for poultry products is good. High quality can 
be obtained at very low prices. More eggs are eaten in the United 
States than in any nation on earth. Broilers were advertised in 
Chicago grocery stores recently at 29 cents a pound, cheaper than 
hamburger. 

For many years chicken was eaten only for Sunday dinner. It was 
the meat to serve on special occasions and on holidays. Chicken was 
always served when the minister was invited for dinner. Today 
chicken is eaten every day in the week. It is no longer a speci ial 
meal. It has taken its place in the diet with the regularity of beef, 

ork, and lamb. Whole or cut up broiler chickens now gross some 
£350 million for the industry. 

All this could not have happened without great progress in breeding 
and nutrition resulting from intensive research. Faster growing 
broilers have made it possible for us to put a 3-pound broiler on the 
market at 8 weeks of age instead of the 12 weeks required 10 years ago. 
Instead of taking 12 pounds of feed to produce a 3-pound broiler, such 
rapid strides have been made in oultry nutrition that today less than 
§ pounds of feed are required. Our research laboratories have already 
produced a 3-pound broiler with less than 6 pounds of feed. Research 
and resulting efficiencies in growth, management, and nutrition have 
all contributed to the progress, so that broilers have been produced at 
lower and lower cost. 

Progress as rapid as this can be expected to produce growing pains. 
Business growth requires capital and credits. The broiler industry 
could not have developed on a cash-and-carry basis. Money had to 
be supplied to secure this growth. These funds came from not only 
the feed industry, but from banks, feed dealers, farmers’ own private 
funds, as well as Government funds. As you "know, a great deal of 
housing capacity and feed bills have been insured by FHA funds and 
supplied by production credit associations. 

As a result of our financing as well as that of others, the poultry 
growers today are able to grow a better broiler at lower costs than 
ever before. I believe that as a result of our financing, our poultry- 
growing customers today are much better advised in their operation. 
Because we have credit risk at stake, we maintain a closer relationship 
with our customer, we give him the benefit of constant attention by 
cur field staff, the benefits of our extensive research staff and facilities. 
We advise with him and help him in every way to do the very best 
job that can be done. 

We do not believe that Government regulation of the poultry in- 
dustry is needed. ‘Twenty-five years of Government regulation of 
basic crops and $14 billion has not solved the problem “with basic 
grains, tobacco, or cotton, and has succeeded only in creating extraor- 
dinary surpluses, while making little or no contribution to the solu- 
tion of the problem of the low-income farms for whom farm programs 
are primarily designed. 
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Within the poultry industry itself there are statements of opposi- 
tion to regulation. The Northeastern Poultry Producers Council sur- 
vey of some 31,000 poultrymen in 14 States reveals strong feelings for 
the free marketing of eggs and poultry, in spite of the low-price situ- 
ation. The Southeastern Poultry & Egg Association, too, recently 
took opinions in 10 Southeastern States, and found poultrymen pre- 
dominantly opposed to Government controls in any form. 

I am sure that any industry which could grow so fast as the broiler 
industry has and so successfully, has within itself the ability and 
power to solve its own problems. 

As feed manufacturers, we are naturally concerned about the pres- 
ent low prices of broiler meat and eggs. A prosperous poultry in- 
dustry is needed for a prosperous feed business. We are always 
greatly concerned about our customers making as much profit as pos- 
sible from their poultry enterprise. The competitive nature of the 
feed business has in itself forced manufacturers to constantly search 
for not only ways of making feed cheaper but also for ways of making 
feed better. 

Every business has its ups and downs. Probably the most lasting 
gains for a business or an industry are made during its difficult times. 
We are forced then to take a good, hard look at our operation, im- 
prove our techniques, take advantage of technological advances, and 
produce on a more efficient basis. 

The economic factors now at work are tending to correct the over- 
production that has gone on the last year or two in the broiler busi- 
ness, and if not interfered with by artificial means, there is reason 
to be hopeful of an early correction. 

Tam sure the USDA can give you all the economic factors. 

It has been a pleasure to appear before you and to try and be of 
help in this situation. We wish the committee well in your undertak- 
ing, as we are greatly interested in the health and prosperity of the 
poultry industry and the feed business. 

Mr. Brown. Mr. Riggs, thank you very much for a very excellent 
statement. 

I have a few questions here specifically about the Quaker Oats Co. 
Has your company as a company ever grown any broilers or turkeys 
or produced any eggs? 

Mr. Rices. We have grown broilers, but we are not in the egg busi- 
ness. Well, I will qualify that. We are in the hatching-egg business. 
We haven’t grown any turkeys. 

Mr. Brown. In the growing of broilers has that been extensive ? 

Mr. Rices. Well, not too extensive. We have supplied you, and I 
must apologize that we haven’t completed our questionnaire, but it 
is in the mail to you, Chairman Brown. We have disclosed in there 
the numbers of broilers confidentially that we had fed at the end of 
our fiscal year on June 30, 1956. Currently we are feeding a little 
larger number than that. 

Mr. Brown. There has been an increase in recent months? 

Mr. Riaes. Yes, sir. 

Mr. Brown. During 1956 did your company insure through deal- 
ers or through your own company operations any broiler growing by 
impairment insurance ? 

Mr. Ricas. Yes; we used a little of it in Texas, where we were 
feeding some broilers of our own, and I am sure that quite a number 
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of our dealers took advantage of it. We did not, however, use it 
generally in our own broiler-feeding operation. 

Mr. Brown. Are you doing that now? 

Mr. Rraas. No, sir; we have no insurance. 

Mr. Brown. Do you feel that that might have been a factor in what 
has been called overproduction of broiler meat in 1956? 

Mr. Rieas. Well, I am inclined to think it was of some consequence. 
Now, I don’t really feel that you can point your finger at any one 

segment of the broiler industry and say this was the cause of over- 
production. I think it starts right at the farmer competing for some 
hatchery’s pullets to raise and pressures of the hatchery to sell chicks, 
and the demands of the processors for meat and the consuming public 
demand. I think all of these pressures combined have led to this 
situation of what we call overproduction. 

Mr. Brown. It is the sum total of many factors. 

Mr. Rigas. It is the sum total of many factors, I think, has caused it. 

It is an interesting speculation at least to think what a shortage 
of red meat supply might have done to this broiler production last 
year, because our economists tell us that we have had years prior to 
1956 when the percentage increase was larger than it was in 19: 56, and, 
of course, the growth since 1956 was much larger than it was in 1956. 

Mr. Brown. We have been concerned during this study with the 
factors that tend to delay the normal bounceback of industry to de- 
mand, which we have been told in past years would come within a 
year. For instance, broiler growers might produce three batches and 
the supply would start getting out of hand, and then there would be 
the tendency for many of them to not produce the fourth batch, but 
here in the last couple of years or so it looks as if that bounceback 
has been delayed somewhat. Do you think that the practice now of 
mills and feed dealers growing birds on a contract basis has tended 
to delay the normal bounceback ? 

Mr. Rieas. Well, that is a rather difficult question for me to answer. 
I would say that the number of broilers raised on contract by feed 
manufacturers who depend upon a dealer organization for their 
volume is insignificant, and to that extent I don’t believe it has much 
significance in the bounceback. 

Now, the mills, feed manufacturers, whose volume is largely done 
through their own contract growers and the feed dealers who have 
customar ily contracted broilers, while they have probably been trying 
to outguess each other on this thing, as Mr. Jewell stated, they kept 
the barrels loaded to shoot that rabbit, and I think there has been a 
considerable amount of reserve built up by these people over the 
profitable years and there has been a considerable amount of money, 
no doubt, made out of the broiler business to last them over here. I 
suspect probably it has some effect on the bounceback. 

Mr. Brown. In view of the fact that feed is a major item of cost in 
the production of a broiler, would this not be true that an independent 
grower paying a retail price for feed would get out of the market 
before a dealer who is paying a wholesale price for feed would have 
to get out? In other words, when the market starts dropping, does 
that follow? 

Mr. Rices. Well, I think so, but there are still quite a number of 
independent broiler operators still in business. 


Mr. Brown. Oh, yes. 
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Mr. Rices, And they must have their own reserves to carry on if 
they are losing money. 

Mr. Brown. Do you have any dealers who basically service only 
themselves in the broiler business? Are they feeding most or all of 
the feed that they buy from the mill, broiler feed ? 

Mr. Ricees. That have their own 

Mr. Brown. Growing operations. 

Mr. Riaes. I know that some have quite a large number of their 
own birds, and I would say that there is a tendency because of these 
economic pressures and the guaranties for some of the feed dealers 
to build economic units of a size that will enable them to get their 
costs out of it, and some of these fellows that have done that, where 
they hire help at $45 a week to run a batch of 30,000 broilers, are 
mot ing their costs down to a point where they are pr obs ably not getting 
ricl 1, but they are not losing money on a 17- or 18-cent m: arket. 

Mr. Brown. Do you as a company have any growing operations 
in the southeastern area? 

Mr. Rigas. Yes, sir. 

Mr. Brown. Are those birds grown on the basis where the grower is 
guaranteed a certain price? 

Mr. Riees. Yes, sir. 

Mr. Brown. What are the growers receiving for growing those 
birds ? 

Mr. Riaes. Well, about 5 years ago we got into an operation that is 
partially integrated, not to the extent of Mr. Jew ell, but we have our 
own hatchery flocks, produce our own hatchery egos, have our own 
hatchery, grow about 40 or 50 percent of our dressing plants’ require- 
ments, and market those dressed birds in 2 different cities in the South 
to grocery stores. This is an estimate, but I believe it is fairly accu- 
rate, that those growers that we hired or were on a contract probably 
averaged about $35 a week pay on our guaranties for a couple of hours 
work a day. 

Mr. Brown. Was the payment based on so much per bird produced 

Mr. Rigas. No, sir; it is on a conversion contract. 

Mr. Brown. As the market has declined, the market price on 
broilers, has that reflected any change in the grower’s income? 

Mr. Rices. May I ask Dr. W ilhelm? Is that right ? 

Dr. L. A. Wirneim. Only to the extent of their ‘bonus for manage- 
ment. They have another minimum guaranty, plus a management 
bonus. 

Mr. Brown. Where, in better years, they got into a bonus bracket 
they largely are receiving the minimum during these rough years; 
is that correct ? 

Dr. Witnetm. Yes. 

Mr. Brown. Without attempting to pry, the committee would be 
interested in the minimum. We are trying to arrive at what the gen- 
eral practice is in that area. 

Mr. Ricas. I think it is 2 cents minimum; is it not? It goes up to 
5 cents a bird per pound. 

Mr. Brown. Two cents per pound. On a 3-pound bird that would 
be 6 cents? 

Mr. Riees. Yes,sir. It could make it possibly 18 cents a bird. 

Mr. Brown. If the market justified it. 

Mr. Riees. And the performance. 
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Mr. Brown. In the commercial broiler areas, for instance, does your 
company sell any feeders direct ? 

Mr. Rices. No. Our business is through dealers, except where we 
have our own warehouse operation, and in that sense we do sell 
dealers direct on a retail basis. 

Mr. Brown. Do those direct customers who buy from the warehouse 
receive the dealer price ? 

Mr. Riees. Yes, sir. We have one price to all dealers irrespective of 
volume so long as it is a comparable unit, a carload of feed. 

Mr. Brown. Does each dealer receive that price regardless of the 
credit terms under which he buys? 

Mr. Riaes. Yes, sir; there is no difference. We do offer a cash dis- 
count in some areas. 

Mr. Brown. Do your credit terms go as long as 90 days on broilers? 

Mr. Riees. No, sir; we have no 90-day stuff on broilers. 

Mr. Brown. What is the maximum ? 

Mr. Rices. Except, well, our credit manager said yesterday, maybe 
one-half of 1 percent in some area where they are raising for fryers 
and going up to 14 weeks on stuff, but 9914 percent of all of our busi- 
ness, broiler business, is on 75 days or less. Believe it or not, we have 
some cash customers in the broiler business. 

Mr. Brown. When the American Feed Manufacturers Association 
tried to arrive at an agreement on 45 days as the standard policy, 
what is your opinion of a standard policy for the industry, Mr. Riggs? 

Mr. Rices. Well, I think any member of the industry has to be com- 
petitive in their services for sure in this day and age. Why the indus- 
try doesn’t move from 75 back to 60 days, as they did from 90 to 75, 
I don’t know. I think really our scientists are keeping a little bit ahead 
of our management viewpoints on these things. I think we expected it, 
but I don’t believe that anyone really realized that we were going to 
make the progress nutritionwise and breedingwise as far as we have, 
and where it will come out I don’t know. 

We are producing broilers now in an experimental way in a battery 
with less than 2 pounds of feed. Eventually that may come down 
to where it will wipe out the feed business. We hope not. But they 
are getting these conversions down awfully fast. 

Mr. Brown. Mr. Riggs, do you think a standard credit policy in 
the industry could be a factor if it could be arrived at in keeping this 
supply in line with demand? 

Mr. Rieas. I don’t believe so. 

Mr. Brown. And for that reason would you say that it will be diffi- 
cult to obtain enough unanimity among the industry? 

Mr. Riees. No; I don’t believe so. I think this thing will, as others 
have expressed, will work itself out. I believe everyone has recognized 
the need for some of these steps, but have been reluctant to take it 
from a competitive standpoint, although I have been greatly encour- 
aged in the reactions that have followed the testimony that has been 
given here, and I want to compliment you, Chairman Brown, on the 
objective way you have conducted this hearing; that there is a good 
deal more thought and I believe initiative going to be taken on this 
thing. 

I was surprised to hear this week that one fairly large manufacturer 
has already persuaded quite a number of his continuous operations 
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to go on a 60-day basis. Now, that sort of thing is good and is coming 
out of this. 

Mr. Brown. We are delighted to hear that. 

Mr. Rices. And I can say y that I think when I go back we will make 
a concerted effort to do the same thing. 

Mr. Brown. That is even more important to hear. We are glad to 
get that information. 

Mr. McCut.ocn. Well, I join in what the chairman has said and, 
contrary to the belief of many people, there aren’t too man Members 
of Congress who wish to put the Goveernment into regulating private 
business activities in America. Certainly, the members of this sub- 
committee do not, and, even at the risk of needless repetition, we 
would be most happy if these things could be done by the feed mills 
and by the producers and solve the problem within their own indus- 
try. I have 2 or 3 questions I would like to ask. How long have 
you been in the production ? 

Mr. Rigees. Of broilers? 

Mr. McCuttocn. Of broilers; yes. 

Mr. Ries. I believe 5 years, Mr. McCulloch. 

Mr. McCuttocn. Why did you go into the production of broilers? 

Mr. Rices. Well, we referred to it as an involuntary expansion. 

Mr. McCuttocn. Then, had competition not forced you, you 
would not now be in the business of producing broilers? 

Mr. Riaes. Well, no; I think competition—well, in effect, I suppose 
it did, but we are relatively new in the broiler business as a feed com- 
pany. Prior to the war we did have very little of it, and acquiring 
this complementary integrated operation looked to us as, well, we 
regretted the necessity for it. It looked to us as if we could learn 
something about the broiler business if we would raise our own broil- 
ers and market them an hatch the eggs. It has been quite an educa- 
tion to us and to some of our trade, too. We have used it in that sense. 

Mr. McCuttocn. If you could sell as much feed as you are selling 
now without being in the production of broilers, would you long re- 
main in that activ ity or in that field ? 

Mr. Ricas. I doubt it. 

Mr. McCutxocu. Your activities have been primarily the produc- 
tion of feed for animals and humans, as I take it, or food for humans? 

Mr. Riaas. Well, I think it is good for us to produce a few birds of 
our own. We experience all of the problems our customers do, when 
we do, as long as it is an insignificant part of our volume. We aren’t 
doing it for volume reasons—Ww hy, I think it is a healthy thing for 
us to do it. 

Mr. McCutxocn. Did I understand you correctly to say that people 
who were and are employed by you are receiving approximately $35 
a week for approximately 2 hours work per day ? 

Mr. Rieas. Well, I arrived at that by—I hope you will correct 
me, Dr. Wilhelm, if this isn’t right—by the sums of money that were 
paid these raisers over the course of the years. 

Mr. McCutrocn. Well, again, my understanding is correct, is it? 

Mr. Riaes. It would figure out approximately that w ay. 

Mr. McCutxocn. I notice you used the word “approximately” in 
both instances. 

Mr. Riees. Four or five thousand broilers. 
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Mr. McCutiocn. I heve no desire to tie you down to something that 
is inaccurate. 

Mr. Rices. My point was that it isn’t enough to live on, I will 
admit, but, for the amount of time that is put. in on it, it is pretty 
good wages. 

Mr. McCuttocn. That is my opinion. I made a computation, and 
it shows it is about $2.50 an hour. Are these people in a position 
where they can do other work or carry on any other activity ? 

Mr. Riaces. Yes, sir; most of them are. 

Mr. McCutxiocn. You don’t believe that I could properly call these 
people underpaid workers ¢ 

Mr. Riees. I don’t think so. 

Mr. McCuttocn. Or working at slave wages or anything like that? 

Mr. Riees. I don’t. I think that is most regrettable that that gets 
into this picture. I made a point before I came here to get a little 
record of these growers that we have in some sections of the country ; 
whether it was a full-time job or part-time job, whether working off 
the farms, or whether the farms are large enough to produce other in- 
come, and, by and large, they are small broiler operations, but they are 
operating pretty substantial acreage, so they have other sources of in- 
come. Some of them are on too small a unit and are only devoting 
part time to working off the farm, but not very many of them. ‘That 
was in our case. It may not be true every where. 

Mr. McCuttocn. That is all, Mr. Chairman. 

Mr. Brown. Thank you, Mr. McCulloch. 

There are 2 or 3 other questions here, just to complete our study of 
your company’s operations, Mr. Riggs. In addition to growing the 
few birds that the mill grows and the many birds that I assume the 
Quaker dealers grow, are you engaged in any joint combination prac- 
tices with either hatcheries or producers to furnish the supplies to 
growers on a share of the profit or loss basis? 

Mr. Riees. No; I don’t believe so. We have some joint mortgages 
on turkeys with hatcheries where you have an equal interest, not. an 
equal but a per share interest, in collecting the feed bill. 

Mr. Brown. Do you have any suc ch arrangements with egg 
producers ? 

Mr. Rices. No, sir. I would like to remark a little about eggs, if I 

might, Chairman Brown. 

Mr. Brown. Yes, sir. 

Mr. Rices. Within the last 3 months I have talked to one of the 
largest egg buyers in the country, and I would say a reasonable sized 
egg buyer in 2 different areas in the country, 1 in the East and 1 in 
the Middle West, and both have made this statement, that, in spite 
of the glut in the egg market today, they cannot buy premium, good- 
quality eggs to supply the demand. Now, incongruous as that may 
be—but I think there is a good lesson in that—if we could get these 
eggs better taken care of on the farm, there still are, even in spite of 
the situation today, opportunities to make some good premiums in the 
egg business. 

Mr. Brown. In other words, the real opportunity in the egg busi- 
ness these days is for an upgrading of quality ? 

Mr. Rices. That is right. 
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Mr. Brown. Getting back to the broiler-growing problem just a 
moment, do you see any indications that the margins in broiler raising 
are narrowing, that an operator has to be more efficient and produce 
more birds in order to make this same amount of money ? 

Mr. Rigas. Yes, sir. 

Mr. Brown. Do you feel that an independent operator these days, 
in the face of those narrowing margins, can recoup any loss that he 
might have on one batch of birds as rapidly in subsequent operations 
as he has been able to recoup it in the past ? 

Mr. Rigas. It doesn’t seem to be this last year, although actually, 
we weren’t experiencing any trouble in this contract business until 
October of 1956. It was pretty profitable up to that period. 

Mr. Brown. I assume that the last batch or two in 1956 were a dis- 
appointment; is that right? 

Mr. Riaes. The roof fell in on us in January. 

Mr. Brown. It will take some time to get those losses back, will it 
not ¢ 

Mr. Rigas. Yes, sir, but it has progressively improved since then. 

Mr. Brown. Do you feel that with a situation of tight margins and 
where there isn’t any leeway, that play that used to be there, that there 
would be a tendency for growers to continue on a contract basis for 
the security involved and to accept the minimum growing price for 
their labor because of the risk involved in the thing these days? 

Mr. Rices. Well, I think in the areas where the contracting has 
become a practice now, the growers rather like it. 

Mr. Brown. Do you feel that if oversupply or any factors should 
drive the market even lower than it was in 1956 in the fall, which I 
may add, heaven forbid, but if it should happen, something would 
have to give somewhere, do you feel that the growers themselves would 
have to stand some of the burden ¢ 

Mr. Riaes. Well, somebody will have to. The feed companies cer- 
tainly can’t do it forever. It is just going to hurt so bad that some- 
body has got to give and give quickly. 

Mr. Brown. Thank you very much, Mr. Riggs. We genuinely 
appreciate your help. 

Mr. Brown. The Chair would like to call now Mr. Mark Witmer 
of the Eastern States Farmers’ Exchange, West Springfield, Mass., 
and Mr. Addison L. Clark, Buffalo, N. Y. 

Do you solemnly swear that the testimony you are about to give 
before the committee will be the truth, the whole truth, and nothing 
but the truth, so help you God ? 

Mr. Wirmer. Yes. 

Mr. Crark. Yes. 


TESTIMONY OF MARK N. WITMER, PRESIDENT, EASTERN STATES 
FARMERS’ EXCHANGE, INC., WEST SPRINGFIELD, MASS. ; ACCOM- 
PANIED BY ADDISON L. CLARK, BUFFALO, N. Y. 


Mr. Wirmer. Eastern States Farmers’ Exchange, Inc., is a non- 
stock, nonprofit, agricultural cooperative association, purchasing and 
manufacturing farm supplies for its 225,000 members and other 
patrons who reside in the six New England States, Pennsylvania, 
Jelaware, and Maryland. Membership is limited to farmers, and 95 
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pereent of the dollar volume is done with them. Full patronage rec- 
ords are kept for both members and nonmembers, and all are en- 
titled to share in the savings in accordance with the dollar volume 
of their patronage each year. Eastern States distributes, principally, 
feed, fertilizer, seeds, agricultural chemicals, and other farm supplies. 

Eastern States has always distributed its commodities on strictly 
cash terms. Approximately 60 percent of these commodities are 
handled by local representatives—usually farmer members who take 
orders from their neighbors and assemble carload lots of feeds, ferti- 
lizers, etc. These cars are shipped on an arrival draft basis which 
means the local representatives must pay for the commodities before 
these cars are opened. There were approximately 450 of these active 
representatives in 1953, and 440 now. The remaining 40 percent of 
Eastern States commodities are handled by Eastern States service 
centers, or retail stores. These stores are owned by Eastern States 
and operated by Eastern States personnel and carry on the same func- 
tion as the local representatives. In addition, they maintain sizable 
inventories and have a wholesale function in supporting the local 
representatives. There were 82 stores in 1953, and 95 now. Members 
purchasing through these service stores must pay cash at the time 
the commodities are received, or within 7 days if they are on an 
approved accommodation list. 

Eastern States has over the years, through its own research and 
formulation specialists, and through its production units, provided 
members with specialized feeds which we believe will produce a 
pound of broiler, or turkey, or a dozen eggs, at the lowest possible 
feed cost. Although the price per ton may be higher than some other 
feeds available, for many years Eastern States, through its value-in- 
use quality program and the early adoption of the high-energy prin- 
ciple, enabled its memebers to compete successfully in the market 
place. 

Under these proven methods of operation, cash and value-in-use, 
Eastern States furnished an increasing tonnage of feeds for north- 
eastern poultrymen, reaching a high point in 1951. Since that year, 
it has been increasingly difficult for independent poultrymen to earn 
a fair return on their investment, and at the same time receive a fair 
labor income. Many of the former users of Eastern States feeds who 
were independent operators, but not now members of this association, 
are presently growing birds on the so-called contract plan, where, in 
effect, they are wage earners, but who, in addition to their labor, 
furnish buildings and equipment. Under this plan, they are free 
from capital risk, but also forego most of the opportunity for a fair 
return on their investment, and lose their identity as independent 
businessmen. 

Under the above-mentioned system, broilers, particularly, have 
been produced in high volume despite the lower return for the 
grower. This high production has had the effect of lowering prices 
of most all poultry products. Independent operators faced with the 
resulting price-cost squeeze are finding it more and more difficult to 
take advantage of known low-cost cash price feed. Only the very 
best managers appear to be able to continue a profitable operation, 
and in the case of the broiler growers we believe less than 5 percent 
are now continuing independent operations. 
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Eastern States has not used any plan that supplies either capital 
or credit to any segment of the poultry industry. To do so would 
require members putting up additional capital through retained 
equities based on their own purchasing requirements. Such a plan if 
used would, we believe, only serve to further demoralize an already 
overproduced market and further compete with independent opera- 
tors. 

Eastern States, on the other hand, has always tried to improve the 
self-reliance and the farming standards of its individual members. 
Eastern States has tried to do this by encouraging the use of better 
feeds, better management practices, greater production of home- 
grown grains through better seeds, and more adequate fertility. 
These objectives are aggressively promoted through a well-trained 
field force of 66 men, as well as through the 440 local representatives 
and personnel of the 95 service centers. 

The policy group of Eastern States, together with its management, 
feel that the best road to a more stable industry is to curtail the very 
loose, and oftentimes unsound, credit practices common in the indus- 
try today. We believe that feed manufacturer encouraged produc- 
tion should be viewed in its proper light, and in no case be the cause 
for Government support programs. We believe that adequate pro- 
duction of both bratlons and turkeys, as well as market eggs, could 
be continued under a program of sound financing within the indi- 
vidual grower’s ability to obtain financing based on his equity. 

We do not believe the Government should attempt to solve this 
problem through legislation. We feel that poultry farmers them- 
selves must solve the problem. They may choose to make better use 
of their own associations, both purchasing and marketing; they can 
reject immediately the use of services provided by those organiza- 
tions who indulge in the promotion of further overproduction through 
various contract plans. A determined shift in the purchasing of feed 
and supplies on the part of the remaining independent poultrymen 
would have, in our opinion, a healthy effect on the feed industry. 

Mr. Wirmer. Mr. Chairman, might I make an additional state- 
ment at this time? 

Mr. Brown. You are Mr. Witmer; is that right ? 

Mr. Wirmer. Yes. I am the president of Eastern States Farmers’ 
Exchange, but I would also like to say that I am one of those inde- 
pendent farm operators. I operate a rather diversified farm, about 
400 acres, at Dalmatia, Pa. My operation consists of poultry, hatch- 
ery, a 40-cow dairy and 40 acres of fruit. I have lived on this farm 
and operated it for the last 43 years. I thought that might be well 
for the record because in part of my discussion I would probably 
speak as an independent operator in addition to this other capacity. 
I thank you. 

Mr. Brown. Thank you, Mr. Witmer, for a very excellent state- 
ment. 

Mr. Wirmer. May I have the Chair’s further permission to just 
make a brief statement that as an independent poultry and hatchery 
operator, because I think it will probably have some bearing on the 
question that your committee will wish to ask us. 

Mr. Brown. We would like to have any statement you care to 
make. 
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Mr. Wirner. First of all, as we have listened to these hearings 
during the past few days, it has been intimated rather generally, I be- 
lieve, that the progress and the growth of this poultry industry that 
we are talking about has come about almost entirely because of prog- 
ress in the feed industry. It has further been intimated, although 
probably with less emphasis, that some of these problems or maybe 
all of the problems which we have in this industry today have also 
come about because of feed manufacturers. I am not going to debate 
or discuss that in any sense of the word, but I think it is well to look 
at a few pertinent facts as far as our industry is concerned, as far 
as the individual operator is concerned, facts which to date have not 
been brought out. First of all, just several years ago in this industry, 
the poultry industry or the small individual, independent poultry op- 
erator was the poultry industry. I think it is well to look at the 
fact that while the independent operator was the poultry industry 
that a great deal of this progress which we talk about was made dur- 
ing that period in smal] independent operators managing and doing 
their own business and developing and growing along with all other 
phases of our economy, and I don’t think that the poultry industry 
as it was at that time, with independent poultry operators, has to 
make any apology to any other phase of industry in this country for 
the progress which they made. 

Now, this progress came about not entirely in some of the ways 
that have been discussed here, but it came about because your inde- 
pendent grower was willing and ready to apply the results of research 
at our agricultural colleges, work with extension, work with their 
poultry organizations of all kinds, going ahead and developing new 
and better methods of management and feeding and breeding and 
things of that kind. 

The point that I am trying to make is that I believe in the future 
as well if this independent poultryman has fair competition, he is 
going to produce poultry and eggs just as efficiently as anybody any- 
where can under any plan or any program or any scheme which has 
been discussed here or elsewhere. I am not saying that some of these 
plans as far as an independent operator, that some of these plans and 
programs do not have a great deal of merit and they have helped in 
the progress of this poultry industry, but I think as we listen to the 
testimony, one thing should have been impressed upon all of us and 
that was the fact that the main concern all of the way along the line, 
the main purpose and motive of all of these plans and programs, what- 
ever they were, was more distribution of feed, more tonnage, and isn’t 
it just sensible, doesn’t it just make sense that more tonnage means 
more production and we already have too much production. 

Now, this farming business and the poultry business included, I 
think it is recognized, is a very personal business. It is a case where 
an independent operators pays very close attention to his personal 
planning, to his operations, and to his management, and it certainly 
seems sensible and it seems to me that a man who has an equity in his 
business, a man who has capital invested in his business and a man who 
has his resources at stake would do a better job of closer supervision, 
he would put everything he had into his business, and that after all, 
is the way in which we have made progress in this country in all lines 
of our economy. 
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Now, as president of Eastern States, I feel that I am speaking for 
a great many independent poultry producers and that I think the least 
that this segment of this industry can ask of anyone is to get at least 
equal consideration on the same basis when we try to solve this problem 
as allied industries have. The thing that I am trying to say, which I 
haven’t said too well, is that the welfare of the independent poultry 
operator is going to mean a great deal as far as the welfare of the 
industry is concerned, 

I thank you. 

Mr. Brown. Thank you, Mr. Witmer. 

Mr. Witmer, are all of your customers who buy poultry feeds from 
Eastern States Farmers’ Exchange, independent operators as have been 
classified in these hearings ¢ 

Mr. Wirmer. That i is right. 

Mr. Brown. Have Eastern States during recent years engaged in 
any contract growing of broilers? 

Mr. Wirmer. None whatever. 

Mr. Brown. It is still an independent operation ? 

Mr. Witmer. That is correct. 

Mr. Brown. Eastern States manufactures feed ; is that correct ? 

Mr. Wirmer. That is correct. 

Mr. Brown. Do you also have any processing plants for processing 
of broilers ? 

Mr. Wirmer. Oh, no, no; none. 

Mr. Brown. You do not have what has been termed before this 
committee “an integr: ated oper ‘ation’? 

Mr. Wirer. No, sir. 

Mr. Brown. How have your independent growers fared during the 
last 18 months ? 

Mr. Wirmer. Well, they have, I suppose, fared about like everybody 
else. The margins have certainly been close and the profits have been 
small and on occasion not any. It is about the same kind of a picture, 
I would gather, as we have had described to us here during the past 
several days. 

Mr. Brown. What effect has that had on the tonnage of the feed 
that you produce, that Eastern States Farmers’ Exchange produces ? 

Mr. Wirmer. Well, up to this time I think the figures were sub- 
mitted and would you care to take that, Addison? Mr. Clark will 
answer that. 

Mr. Brown. Fine, Mr. Clark. 

Mr. CrarK. We find it difficult, of course, to be sure how many 
broilers we are feeding, because of the feeds that go into broilers are 
many times the same feeds, medicated feeds, for example, that go into 
replacements, and so we are probably not too accurate on our estimate 
here that we gave you, but our figures would indicate that we haven’t 
suffered very much in the last 4 years. However, if we should show 
you figures from 1951 along with that you would see quite a different 
picture. 

Mr. Brown. What I am trying to arrive at is that there has been 
quite a bit of testimony as to w hat effect these new practices and all 
in the industry have had on the nijepetident grower. Have your 
independent growers increased in number ? e 
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Mr. CrarKk. Oh, no. We perhaps are just about holding our own 
and slipping a little. The fact is that people do not seek us out on a 
cash program in this increase that is going on in the industry. It is 
not coming from independent operators, which I think we all know. 

Mr. Brown. Have you lost customers through this contract growing 
integration type of operation ? 

Mr. Crarx. Yes; I think we have, but we lost most of them before 
your figures apply here, probably in 1951 and 1952. We lost a great 
many of them in what we call the integrated area in our territory 
which we serve which would be the Delmarva Peninsula. We have 
probably lost two-thirds of the number that we were feeding in 1951 
and 1952. However, we have been very fortunate in replacing that 
tonnage with other types of feed. 

Mr. Brown. Other types other than poultry feeds? 

Mr, Crarx. Other types other than broiler feed. 

Mr. Brown. Do you feel that the Delmarva Peninsula still has 
more independent growing operations than perhaps some other sec- 
tions of the country from the testimony you have heard here before 
this committee ? 

Mr. Crarx. It would bea personal opinion on my part. They might 
have a few more in that area, but it would be a very few. We have 
some areas—Mr. Witmer’s own area has a great many independent 
broiler raisers. There aren’t many independent growers on the penin- 
sula that I recognize as such. 

Mr. Brown. Among your own customers, whom you have classified 
as independents, do you hear any clamor from them wanting mini- 
mum guaranties per batch in order to stay in the broiler business? 

Mr. Witmer. We have heard some criticism of the competition 
being classed as unfair competition by loose credit which has been 
extended by allied industries producing broilers and things of that 
kind, although generally I would say that another point in that con- 
nection is that the credit to be obtained, in order to be fair competition, 
the credit to be obtained in the growing of broilers would probably 
be better if it came from the credit organizations such as banks 
wherever people are able to establish an equity in their business, and 
if credit was extended on that basis entirely today it would eliminate 
some of the unfair competition. 

Mr. Brown. As far as I can determine from the confidential in- 
formation which you submitted to the committee, and we thank you 
for it, your production of feed and thereby the relative number of 
broilers fed, remained rather constant during the last 5 years. 

Mr, Cxark. Four years. 

Mr. Brown. The last 4 years. 

Was it greater prior to the last 4 years? 

Mr. Crarx. Yes, I would say that it was considerably greater in 
1951 and 1952. Everyone here has taken an opportunity. I heard 
the last man even indicate that in batteries they were getting birds 
with a feed efficiency of 2 pounds. We likewise are doing that. I 
think it would be fair to say that the early adoption of the high- 
energy principle in broiler feeds based on the work at Connecticut 
we sort of led in. We enjoyed a very high percentage of the broiler 
business on the peninsula with Pacemaker. Some people will recog- 
nize that. That was in 1949, 1950, and 1951. 
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As a fieldman, working at that time, going to the shows like. the 
Harrisburg Farm Show, it was pleasing to have so many other pro- 
ducers of feed come to you and ask you what in the world was in 
Pacemaker. So that I know we had a good comfortable lead perhaps 
on the industry for a while. 

What I am getting around to say is that I have figures here which 
will show that in the Delmarva area we have probably lost as much 
as 40,000 tons principally broiler feed. 

Now, our efficiency has not dropped, because in the Pennsylvania 
area where broiler feed is still important to us we are still gaining. 
I deduct that where a man makes his own decisions as to whether he 
buys for feed efficiency alone or whether he begins to work for a fee, 
where he does not have the risk and shouldn’t have the added income 
because he has foregone the risk, it has made a difference in- our 
broiler feed tonnage very markedly. 

Mr. Brown. Obviously there has been no expansion in recent years 
in your operation; that is, relative to the total of the industry. Let us 
get at this other allegation that has been made concerning coopera- 
tives, about the amount of capital investment in the concern in these 
various cooperative concerns. Have you added to your capital struc- 
ture tremendously in recent years? 

Mr. Witmer. I will make a few general statements and we will 
have Mr. Clark pick up some of the details. 

Our cooperative started back in 1918, and since that time members 
have put their money in their business. Any savings at the end of 
the year, at the end of each year, have either been refunded to the 
members in cash or assigned on the books of the organization to those 
members. They are credited with it. Now, we have put altogether 
into—the members have put into the business —28 million. 

Mr. Brown. During what period ? 

Mr. Wirmer. During the period since 1918. It was not too much 
during the first years, and the total loans at the present time, which 
you have a record of, are in the neighborhood of $7 million. In other 
words, members have an equity in their business of about. 78 cents out 
of every dollar. 

Mr. Brown. What was their equity 5 years ago? Would that be a 
fair question ? 

Mr. Criark. Yes, because I have it here and I can be accurate, why 
don’t I give it to you in 1953? That is the record you asked for. 

Mr. Brown. That is fine. 

Mr. Crark. The member equity in 1953 was $24,600,000. We re- 
ferred to the equity today as being $28 million. That money has been 
retained from the members each year out of savings and it has rum ap- 
proximately $1,300,000 per year that has been kept from them und 
allocated on the books to those members and so reported to them. In 
the event the amount of cash received and refund allocated onthe 
books amounts to $100 it is reported to the Department of Internal 
Revenue, who in turn, have these figures. 

Mr. Brown. Perhaps it isn’t clear to me, but what of the $1,300,000 
per year retained in member equity? How would that compare with 
the amount paid out to members in refunds ? 
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Mr. Crark. About one-half. In other words, this year, let us take 
the example, $1,500,000 was retained, $2,400,000 was sent back in 
cash. That is about two-thirds. It is about 66 percent income tax 
from my point of view as a manager looking for capital in the 
business. 

Mr. Brown. Is that appreciably greater than it was 5 years ago, 
the retained earnings? Right at this point let me make it clear. It 
would be the feeling of the Chair that this committee should not at 
this time get into this matter of taxing cooperatives. That is for the 
Ways and Means Committee. What we are interested in is whether 
retained earnings or expansion on the part of cooperatives has con- 
tributed to this overproduction in broiler meat and in general poultry 
meat and egg products ? 

Mr. Wirmer. May I just make a brief statement to clear this up a 
little further, I believe, and that is that Eastern States Farmers’ Ex- 
change also distributes other farm supplies, I mean, this does not apply 
to feed entirely. 

Mr. Brown. We understand that, and I think the record will show 
earlier that there had not been an appreciable gain in your tonnage on 
broiler feeds. 

Mr. Crark. Mr. Chairman, the answer to your question is that in 
the last 5 years we have retained but half as much as we did in the 
5 years preceding that. 

Mr. Brown. May I note that from the confidential information 
supplied, without betraying any figures, that your loans from the 
Bank for Cooperatives have decreased substantially during the last 
5 years. Is that correct? 

Mr. Crark. That is correct, and I think it should also be pointed 
out here, having heard the previous testimony, like any other busi- 
ness we get our capital where we can secure it to best advantage, 
but by no stretch of the imagination if the Bank for Cooperatives 
were not available to us as a source we would have little difficulty 
even today replacing this money in regular commercial banks. 

Mr. Brown. In view of that do you feel that your expansion dur- 
ing the last 2-year period has contributed to the expansion of broiler 
production ? 

Mr. Crark. Certainly not. We are concerned that the expansion 
that has taken place has a very detrimental effect on marketing pro- 
ducers, because when they are ready to sell their old birds they are 
worth but half what they were 2 or 3 years ago. 

Mr. Brown. Do you have any egg marketing service for your 
patrons? 

Mr. Wirmer. No, sir. 

Mr. Brown. In other words, vour customers are independent oper- 
ators in the egg field just as in all lines? 

Mr. Wirmer. A number of our independent operators belong to 
egg auctions where quality is stressed, and we have some of these 
auctions in New England and in Pennsylvania and a number of them 
market their eggs through those established channels. 

Mr. Brown. But those are not your channels that you control ? 

Mr. Wirmer. That is correct. 

Mr. Brown. Gentlemen, I thank you very much for the help you 
have given this committee. 
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I would like to ask one further question. You have stated that 
you feel that there is certainly little, if anything, to be obtained if 
the Government should get into controlling this poultry situation, 
and I think that is the general tenor of the testimony that we have 
had from almost everybody so far. Do you feel that the poult 
farmers themselves can solve the problem if, as has been indicated, 
and the committee intends to pursue this further in field studies, that 
these growers actually prefer the security of contract growing and 
that that is the best deal for them? How are they going to control 
it. themselves ¢ 

Mr. Wirner. No, I don’t think they can actually control it them- 
selves unless—I think I referred to it previously—unfair competi- 
tion is eliminated, and by unfair competition, of course, I don’t refer 
to it as a grower with a great deal of integration, but I do refer 
to some of it, where loose financing and that kind of a thing is a part 
of the picture. I think if that were eliminated it would help to correct 
a lot of our difficulties. 

Mr. Brown. Do you think that the industry itself can do that? 

Mr. Wirner. I would say so. 

Mr. Brown. Do you think the industry will? 

Mr. Wirner. That may be another question. I don’t know. My 
guess is that eventually they will, I mean, but as has been brought 
out in these hearings it begins to take considerably more time to cor- 
rect it because of some of these factors that are in the picture than 
it did previously before they were in the picture. 

Mr. Brown. Have you ever discussed at any of your membership 
meetings the possibility of getting into these guaranty contracts and 
long credit ? 

Mr. Wirner. It has been discussed by the policy group, but the 
policy group feels that we do have organizations in this country in 
that field that can do a better job than we can in the first place, and 
in the second place, that the only place where we could get capital 
to do that would be from our members, and we don’t feel that it would 
be a good thing to ask our members to put money into a proposition 
of that kind to increase production, ical well, it would just continue 
the vicious circle. 

Mr. Brown. You have had a long association with these farmer 
growers, Mr. Witmer? 

Mr. Wirmer. Yes, sir. 

Mr. Brown. Do you think that as this poultry situation becomes 
more and more complicated and as margins narrow and so forth, that 
the grower prefers the contract setup to the independent setup 

Mr. Wirmer. I know they don’t in my section, but I am not in a 
position to speak quite as well on some of the other sections in our 
territory. Probably Mr. Clark would have something to add to that. 

Mr. Brown. When you say they don’t, you, of course, are not talk- 
ing for all of them; you are just saying that a majority don’t? 

Mr. Witmer. A majority of our independent growers. 

Mr. Brown. They are independent at heart and want to remain 
independent in your section ? 

Mr. Witmer. That is right. 

Mr. Brown. Of course, in other sections it might be different ? 

Mr. Wrrmer. That is right. 
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Mr. Brown. Mr. Clark, do you have anything to add to that? 

Mr. Crark. Well, I would only say that we have heard that there 
have been studies which have indicated that growers have been asked 
who are integrated whether they would like to go back to being inde- 
pendent, and in one of the States that was mentioned, which is within 
our territory, I really feel that those people started as contract growers 
and it is kind of hard for them to make the comparison never havi ing 
been the other perhaps. I think we should give that some w eight. 

Mr. Brown. Thank you very much, gentlemen. Again I say we ap- 
preciate your help. 

Mr. Brown. The committee would like to hear now from Mr. Ter- 
rance Hanold, of Pillsbury Mills. He is another gentleman who has 
waited patiently for quite some time to appear before this committee. 

Do you solemnly swear that the testimony you are about to give 
before this committee will be the truth, the whole truth and nothing 
but the truth, so help you God ? 

Mr. Hanorp. I do. 


TESTIMONY OF TERRANCE HANOLD, PILLSBURY MILLS, INC., 
MINNEAPOLIS, MINN. 


Mr. Hanorp. My name is Terrance Hanold. Iam an officer of Pills- 
bury Mills, Inc. Our general offices are at Minneapolis, Minn. 

Flour milling was Pillsbury’s original, is still its primary line of 
business. The ‘bypr oduets of flour milling—bran, shorts, middlings— 
have been used for farm feeding purposes for about three-quarters 
of acentury. So the company has been actively interested in the live- 


stock and poultry market throughout that period. 

Our contacts with this market led ultimately to our entry, about 20 
years ago, into the manufacture of commercial feeds. At the present 
time we make commercial feeds at a number of points in the Southeast, 
the Middle West, and the West. In accordance with the requirements 
of these markets, we manufacture a full line of commercial feeds for 
poultry and livestock raisers. 

Our feed sales and credit policies have been evolved from our ex- 
periences in this field during the last 20 years. They are based on our 
concept of our company’s function in the field, on the needs of the im- 
mediate and ultimate buyers of our products, on the services they re- 
quire of us, and on the activities of other feed manufacturers. This 
evolution of policy has not ended, since the feed market is extremely 
dynamic, and the farm economy is in the process of continuing and 
tremendous changes. We must of course be prepared to adapt our 
policies as events require them. 

In the area which this committee has under review, we define our 
function as a matter of policy as that of a manufacturer of feeds for 
poultry raisers. We do not engage in hatching, raising, processing or 
poultry marketing operations. As a manfacturer our function in- 
cludes the development, manufacture, and marketing of feeds. 

Our sales policies, formed in this context, are to supply the market 
with the best feed values that we can produce; to offer our products to 
the market generally—both to dealers who retail feed, and to feed 
users so circumstanced that we may economically sell them directly; 
to help our retail dealers sell their products by giving them merchan- 
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dising and field service aids: to help the user of our feeds utilize them 
to his best advantage by giving information on feeding programs and 
on livestock and poultry management; to contribute constantly to the 
increase fo feed efficiency by improvements in ingredients, in formula- 
tion, in packaging, and in distribution; and to assist in the spread 
of better feeding practices through participation in 4-H and voca- 
tional agricultural programs. 

Our credit policies are shaped to fit two general conditions. One 
general policy is designed for our retail dealer customers. This feed 
dealer needs or requires credit to cover the time our feed is in transit 
to his warehouse and to cover his normal feed inventory. In our 
experience a month’s credit is quite adequate for those purposes and 
we usually extend our dealers 30 days’ credit on all types of feed 
which he purchases from us. 

The other general policy is designed to serve the needs and require- 
ments of feed users. Those who feed poultry need credit to cover 
feed purchases during the growing period. To meet this need we have 
programs designed to finance feed purchases until the poultry or live- 
stock can be brought to market. This service is extended to feed 
users who buy our feeds from retail dealers, as well as to those who 
buy directly from us. 

We do not extend credit either to dealers or to users automatically. 
No credit is extended until the creditability of the applicant has been 
fully considered. This involves a review of the character, the busi- 
ness capacity, and the financial condition of the customer. These are 
the standards that every farming community banker applies. The 
skill and experience of the feed user is of special importance. Feed 
is a complex and technical product, and its successful use in a poultry- 
growing enterprise requires good management. The skill and expe- 
rience of the feed user is therefore of critical importance in our deter- 
mination whether, and to what extent within the limits fixed by gen- 
eral policy, credit is extended. We do not use credit to encourage 
people to enter poultry raising. 

The growth of the feed industry in the last 20 years, and the con- 
current growth of poultry production, has not been due to the use 
of credit as a promotional device. It has been due, rather, to the 
poultry nutrition research carried on by feed companies, agricultural 
colleges and extension services; to the development by these agencies 
of formulas incorporating such nutritional advances into commercial 
feeds; to the demonstration by these agencies of the economies in- 
herent in formulated feeds; and to the education of poultry raisers, 
by these same agencies, in the management practices essential to 
obtaining these economies from scientific feeds and feeding programs. 

As a matter of policy we will not finance, except on a very nominal 
scale, an inexperienced poultry raiser. 

The proper credit for a certain customer is of course a matter of 
informed judgment, rather than of exact demonstration. Conse- 
quently, one company may in a given case be prepared to extend 
more credit to a prospective customer than a competing company 
may think proper. And in this sense credit has been used competi- 
tively. Reviewing the past 4 or 5 years, however, it is my judgment 
that the competitive use of credit has declined. 
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Five years ago our broiler programs permitted 90-day credit as a 
regular thing. Today 60 days’ credit or cash is the rule. On turkeys, 
I believe our average financing per turkey has declined. And while 
our turkey arrangements may be greater in their variety than was 
the case 4 or 5 years ago, our standards of selection have stiffened and 
I am certain that our actual risk is materially less today. In the case 
of laying flocks, we do not offer a general program, and we do not 
extend a significant amount of credit on an individual basis. 

Our own interest has led us in the direction we have taken. But I 
should like to emphasize that our customers have also inclined in the 
same direction. As the poultry industry has gained experience, and 
as their individual businesses have grown, our customers have become 
more wary of overextending their financial resources. Consequently 
we have been able to chart a more conservative course without any 
great loss of customers on that account. 

It is trite, but necessary, to say that the problems of the poultry 
industry today are the consequences of change. 

In the case of chicken broilers and turkeys, an enormous market 
expansion has taken place and gives every indication of continuing. 
In part this has resulted from an increasing demand for meats with 
more protein and less calories. In part it has resulted from the fact 
that increasing volumes of poultry, of much improved quality, at far 
more attractive prices are now available because of the advances in 
feeding which the industry and the agricultural colleges have made. 

The problem here is not to halt an inereasing production of poultry, 
but to arrive at a rate of increase reasonably related to the rate of 
market expansion. We feel that the risk enterprise system has 
worked well here to date, and that it will continue to work well so 
long as the enterprises operating in the market carry the risk of cor- 
rectly estimating market demand. Where risk spurs the estimate, we 
have more confidence in the cumulative estimate of many enterprises 
than in the arbitrary rule of central authority. ‘In short, we believe 
that errors in market estimates cannot and should not be insured 
against, by either private or public agencies. 

“Laying flocks present a differently rooted problem. The egg mar- 
ket is enjoying a moderate growth, but the increasing rate of layer 
production has forestalled any notable increase in laying flocks in 
recent years. ‘The problem here lies in the shifting base of egg pro- 
duction. Historically commercial egg flocks were centered in the 
Midwest—in the commercial Corn Belt. Advances in hybrid corn 
breeding, and the effect of 20 years of crop controls, have made local 
supplies of corn and feed grains available in commercial qualities in 
many other areas since World War II. Also, consumers have de- 
manded fresher, higher quality eggs in the last few years. 

The effect of the latter condition has been to encourage the develop- 
ment of commercial egg flocks close to population centers all over the 
country. The effect of the spread of local feed grain supplies has 
been to make this dispersion feasible. This is causing some displace- 
ment of production in the established areas. We have no programs 
designed to speed the shift. But we do not think it will be stopped 
or reversed. 

To sum up our views, we find ourselves in a most dynamic industry. 
As a necessary condition to staying with the industry, we must con- 
stantly accommodate ourselves to erowth and change. Growth and 
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change are occasionally uncomfortable companions, and stability may 
seem for the moment a preferable state. 

But our desires in this direction are curbed by the thought that sta- 
bility in its final state is rigor mortis. 

Mr. Brown. Thank you very much, Mr. Hanold, particularly for 
the last statement where you say that stability in its final stage is rigor 
mortis. 


Mr. Hanold, does the Pillsbury Co. grow any broilers as a mill 
itself ? 

Mr. Hanon. No, sir; except on our experimental farm where we 
may grow experimental batches of a few hundred. 

Mr. Brown. Do Pillsbury dealers grow substantial numbers of 
poultry ? 

Mr. Hano.p. Yes, sir, they do. 

Mr. Brown. Do they also grow turkeys, some of them? 

Mr. Hanoxp. I believe 1 or 2 of our dealers do grow turkeys. In 
the main, however, they do not. 

Mr. Brown. Do they engage in the production of eggs in this shift 
of egg production that you have described ? 

Mr. Hanoxp. I do not recall any dealer who is engaged in egg pro- 
duction. I believe I know that one of them used to finance himself 
certain laying flocks in his area 

Mr. Brown. Do you think that your dealers grew any more birds 
in 1956 than they did in prior years? 

Mr. Hanor. ‘We do not have any accurate check on our dealers’ 
production, sir. I think I could say merely that our tonnage has-been 
in about the same range over the past few years in broiler ‘feeds. 

Mr. Brown. That would apply generally to the other poultry feeds, 
too ¢ 

Mr. Hanorp. Yes; that is correct. 

Mr. Brown. Did your company engage in any nnpairment insur- 
ance of any dealer's flocks or customer’s flocks in’ 1956? 

Mr. Hanotp. It was our policy not to, and I believe we did not, but 
I must qualify it by the fact that one dealer was quite insistent. I 
think he did get it. Whether we participated in it, I don’t know. 

Mr. Brown. In that respect the Chair might observe that we are 
looking for the rules and not the exceptions. 

Mr. Hanon. Yes, sir. 

Mr. Brown. Did you make any changes in your credit policies that 
you have described to the committee during 1956 that might have 
tended to increase broiler production ? 

Mr. Hanowp. May I describe our trend in credit policies in broilers 
over the past 5 years. In 1952 they were 90 days. I think that was 
the standard. In 1953 we adopted 75 days as our normal practice, 
and from that point forward we stuck at that until 1955, when we 
reduced our standard terms to 60 days. I should add that changing 
the policy does not effect an automatic change in terms of you have 
after all a very independent set of businessmen to deal with on the 
other side and it has been effected, this reduction, through a course of 
education, persuasion and time. At the present time our ‘normal terms 
are 60 days. We have taken on, I believe, no new customers at any 
other terms in the last year and a half. We had last year 1 customer, 
that is at a 90-day level. We undertook to effect a reduction program 
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in his terms. Today I would say that his bills probably average 80 
days or perhaps 75 and they will eventually reach 60. 

Mr. Brown. Have you ever engaged in any joint agreement opera- 
tions with hatcheries or processors whereby the credit extended by 
Pillsbury also covers chicks or other costs? 

Mr. Hanotp. Not in the past 5 years, sir. There was a program in 
the South, and I may add that our entire broiler business is in the 
southern tier of States. There was such a program in effect, which it 
was my pleasure to liquidate. 

Mr. Brown. It was described before the committee in recent testi- 
mony about an operation in the southern part of the country where an 
integrated operator has an arrangement with the Pillsbury Co. on 
the production of feed utilized. 

Mr. Hanorp. We rent or lease a mill from an integrated operator. 
As the owner of a mill, he had an established cost basis for manufac- 
turing his feed requirements. In leasing the mill he retained that 
cost basis. He also retained a certain proportion of the productive 
capacity of the mill. 

Mr. Brown. Mr. Hanold, has your company engaged in similar 
operations elsewhere ? 

Mr. Hanowp. No, sir; that is unique. 

Mr. Brown. Do you find that a participation of this kind with an 
integrated operator is satisfactory enough that the company might 
want to expand it in other areas? 

Mr. Hanoip. We don’t find the system satisfactory as such, sir. In 
the broiler areas, particularly, arrangements, methods of doing busi- 
ness, develop pretty much in accordance with the character and the 
situation of the people you are dealing with. If I might expand a 
little bit, the case of contract growing in the Southeast is not new by 
any means. It has been going on for at least 20 years. The inde- 
pendent grower as such has never been a substantial factor down there 
except as he is himself a broiler operator. Virtually all of the broiler 
operators grow some chickens themselves and contract with other 

owers for additional supplies. The reasons for that are obvious. 
Tt your contact with northern Georgia, northern Alabama, the Pied- 
mont of North Carolina, or the middle districts of Mississippi has 
been at all extensive over a period of time, the broiler industry in 
those areas is in the Piedmont. The growers are hill farmers. The 
farm economy as late as 5 years ago was a 1-mule and walking-plow 
economy. I venture to say that 80 percent of the growers in those 
areas have never grown on any basis except on contract, and I would 
venture also to say that if it were not for contracts 80 percent of them 
would not be able to grow broilers. 

As the preceding gentleman pointed out, the key of an independ- 
ent risk-taking grower is his possession of equity which is there to 
serve as a caution against the swings and operations. That is, some 
gains and some losses have been a normal swing in the broiler cycle 
from its outset. 

The north Georgia, the north Alabama, and the North Carolina 
farmer had no such equity. The only way he could get into the grow- 
ing business was on a contract basis. The only way he could get 
a house built was on the security which the contract system afforded. 
The local bank would never have financed the construction of broiler 
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houses in those areas had it been under the impression that those 
growers would have undertaken to grow at their own risk. 

Mr. Brown. I am drawing this conclusion, not a final conclusion 
but just a conclusion, from whet you are saying, that here the broiler 
business was rocking along with a normal expansion, where equity 

capital was somewhat of a restraint on the expansion, until the big 
money came in the field; that is, big money relative to the industry, 
on a contract growing basis. 

Mr. Hanoxp. The business was not growing greatly. The number 
of independent growers and the number of those who were candidates 
to become independent growers was extremely small because the man 
who could become a grower had no means of building an equity. 
He was a cotton cropper on a small acreage with no prospects of im- 
provement. The broiler chicken is the foundation of the wealth of 
north Georgia today, and, of course, broilers are the No. 1 agricul- 
tural product of the State. 

Mr. Brown. As a result of what has happened margins have con- 
sistently narrowed in recent years, have they not? 

Mr. Hanotp. The consumer is a very sharp trader. 

Mr. Brown. With those narrowing margins, have you had any in- 
crease in requests for purchase of feed direct from the mill to get away 
from distribution margins, that is, dealer margins? 

Mr. Hanoxp. The dealer in the South is not a retail dealer. The 
dealer in the South who actually sells broiler feed is a very rare 
article. Part of the difficulty in this field I have always found to be one 
of terminology and definition, and, of course, that is normally the 
barrier in most fields, but broiler dealers, no matter the system on 
which they keep the books, their system of bookkeeping has been a 
subject of fascination and of interest to me for years. They would 
charge out the chicks, the litter, the feed delivered to a grower, and 
set it up on the books as a receivable with such margin in all of those 
things as they chose to add, but literally title and control to all of 
those things remained in what we called the dealer. He was not a 
dealer. He was a broiler operator. That middle man, that keyman, 
has always been there. He has always been the. key of the broiler 
industry. There never was a time when it was established on a 
different basis in the South. 

Mr. Brown. I heartily concur that this problem of terminology is 
quite a difficult one to the layman. 

Mr. Hanold, as long as there is this difficulty in determining who 
is a dealer and who is not, and as long as feed manufacturers and 
dealers are growing birds and these credit practices exist, and so 
forth, do you think that the broiler market will have the resiliency 
that it used to have or that the supply can adjust to demand in the 
future ? 

Mr. Hanowp. There, again, I would like to take what might be 
called a long windup. The broiler has moved from a speci: ilty toa 
staple. That means that it has moved from one pricing area in the 
grocery store to another. It has moved from an occasional long- 
profit Sunday dinner item to a daily necessity, we hope. I expect 
that it will move further in that direction. Its competition with red 
meat becomes closer and more intense. I seem to have seen in the 
paper only recently the report of the annual meeting of one of the 
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large packers where they indicated that pork prices had been directly 
affected by broiler prices. 

It can be restored to a specialty item. It can be restored to a means 
of livelihood for a very limited ye of farmers by increasing the price 
differential. In that sense, no, I do not expect to see broiler pr ices 
in relation perhaps to feed prices at the heights that they were 5 or 10 
years ago, but I do say that today the farmers involved in broiler 
growing are far more numerous and are developing and maintaining 
very substantial income in large areas from broiler raising and 1 
expect their benefit in that respect to continue, and if I may appro- 
priate the work of a preceding witness, Mr. Straube, I would refer 
to table 3 attached to his presentation. 

According to my recollection, 1952, the period from September 1951 
to June or July 1952, was one of extreme difficulty in the broiler indus- 
try, both from a price and a disease point of view. I would say that 
there were far more financial failures in the broiler industry at that 
time than have developed during the current stringency, but if you will 
look at broiler production you find that they cured that; 1953 was a 
good year. They cured that by increasing production 10 percent in 
1953 over 1952. Similarly, 1954 was a year of difficulty; 1955 was 
a bonanza year in broilers, and it was obtained by increasing produc- 
tion 3 percent in 1955 over 1954. 

Mr. Brown. Excuse me. At that point are you saying that 1955 
then was an abnormal year? 

Mr. Hanow. It was an abnormally good year, not in the sense of 
price, because what makes it a good year in the margin. It was an 
abnormally good year for broiler | margins. 

Now, really the cause of 1956, you find its roots in 1954 and 1955 to 
me. I mean, I am giving—perhaps I sound more authoritative than 
T should—I hope I do—but in periods of stringency the tendency is 
once chick prices fall to a point that the hatcheryman is hurt, then 
breeding flocks tend to be reduced. I would say that in 1954 the re- 
duction } process went a little too far and the expansion in 1955 was too 
small. It permitted margins to get too wide, and it brought an abnor- 
mal enlargement again in the bre eeding flocks in 1955 which resulted 
in an abnormal increase in broiler production i in 1956. 

Mr. Brown. You say the margins got too wide. By saying that 
they got too wide, do you mean to imply that someone suffered because 
they got too wide? Did the consumer suffer ? 

Mr. Hanorp. The consumer did not in her mind suffer because she 
bought more in that year than she did in 1954. The broiler man cer- 
tainly didn’t feel that he was suffering, but you have asked repeatedly 
what subsidized the consumer in 1956, and the answer is the profits 
in 1955. 

I might be envious of a wage increase for someone else, but I am 
not at all of the feeling that there is anything wrong about it. So 
when I say that the margins got too wide, I am saying that they got 
too wide in the terms of the effect they produced. That effect was to 
encourage substantial expansion in breeder flocks and in part, perhaps, 
that expansion occurred in the South because of the finding that they 
could grow their breeder flocks, raise their hatching eggs, down there 
at a better cost advantage to them than they could by “continuing to 
import them to the same degree from outside of the South. 
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Similarly, I would judge—I have no figures in mind—I am giving 
you what I believe is an interpretation of the trends—breeder flocks 
and hatching egg supplies were maintained at pretty much their 
former level or increased in some of the areas of the country. We are 
now in the process of liquidating to some degree again those breeder 
flocks. 'That process has been going on. It is being reflected in both 
egg settings and in chick placements. The control mechanisms in this 
market are not going to be benefited by drastic moves. It is a matter 
of modifications of a couple of percent in many cases, and in this, as 
in all markets in which our company does business, there is never a 
precise identity between supply and demand, but it is essential that 
supply and demand, the communications between them, be kept free 
and open, and that perhaps i is why I emphasized our point that we 
do not believe that the risk of error should be insured against in esti- 
mating what adjustments should be made. 

Mr. Brown. Mr. Hanold, on the line of reasoning that you were pur- 
suing as to a cause and effect relationship between 1955 and 1956, if 
there were an abnormally good margin in 1955 would that not have 
meant more risk capital for expansion in 1956, and would it not follow 
that there would have been more independent growers in the field in 
1956 than there were in 1955? 

Mr. Hanoxip. Again, I will have to preface my comments there with 
my own exper ience and knowledge, and any generalities I may be 
guilty of, discount them io my own experience. The independent 
growers, as I say, is not a factor of dominant importance in the South 
except as he is also in most cases a broiler operator; that is, he grows 
himself, but he also contracts with others in most cases. The necessity 
for added capital in order to expand is not necessarily present, because 
of one factor which can be given effect, and that is this, because the 
period in which it takes to.grow a broiler has been shortened so that 
what took 11 weeks in 1952 takes 8 weeks now. That represents a 30 
or 35 percent increase in the productive capacity of broiler houses. 
It did not take a great deal of capital there. It did not take a great 
deal of capital, I believe, in the form of added credit. 

From our own books, the proportion of broiler receivables outstand- 
ing today compared to 5 years ago, proportioning it in respect of broiler 
tonn: ige, our broiler receivables outstanding today are no more than 50 
percent of what they were in 1951 and 1952. 

Mr. Brown. Yes, sir, but hasn’t that come about gradually? While 
we must give a great deal of weight to this increased production per 
house because of the shortening in the feeding period, we are not to 
believe, are we, that here in 1955, when it was a pretty good year for 
margins, that it was taking 13 or 14 weeks to produce a broiler and then 
all of a sudden ov ernight in 1956 it dropped to 8 weeks, are we, sir? 

Mr. Hanotp. There has been a steady improvement in the efficiency 
of feed over that period. These efficiencies are not capitalized on at : 
steady rate, but that capacity was there in the broiler economy in 1955 
and 1956 when it came time that the operators wanted to seize it. 

Mr. Brown. But it has been pointed out to this committee, Mr. Han- 
old, and here again, this is just to get as close as we can to the real story 
of what happened, and I think there is plenty of room for different 
interpretations of these things, but it has been indicated that here as 
the margins tightened that growers demanded certain minimum guar- 
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anties in order to keep the poultry houses full or in order to build new 

poultry houses and as the time period shortened there would be some 
oultry houses idle and feed mills and dealers would move in and put 
irds in those empty houses. Do you think that has happened ? 

Mr. Hanorp. Well, let’s look at the production figures, sir. There 
were 861 million broilers in 1952, 947 million broilers in 1953, 1,000,- 
048,000 in 1954, 1,000,078,000 in 1955. It doesn’t indicate to me that 
there was any point where broiler houses were standing around empty. 

Mr. Brown. No. 

Mr. Hanorp. What you see is a gradual growth, a steady growth. 
You don’t see a speculative growth. 

Mr. Brown. Are you saying by that that there are as many inde- 
pendent growers in the field now as there ever were? 

Mr. Hanotp. In the field where we operate; yes, sir. Again, I say 
IT am not acquainted except on very occasional visits with the Eastern 
Shore, Delmarva area. I have no acquaintance whatever in New Eng- 
land. I am speaking entirely of the South, and there again, sir, ‘T 
should like to add that I am attempting to describe things as they 
are not according to any feeling as to what they should be. We sell 
to all the same, w shether he grows himself or whether he contracts with 
others. 

Mr. Brown. What percentage of your customers, mill customers, 
that is, would you classify as dealers by the historical interpretation 
of the reselling the merchandise? 

Mr. Hanorp. Of those who make a sale of merchandise with the 
expectation of collecting money direct from the recipient of the mer- 
chandise—you are speaking of broilers? 

Mr. Brown. Yes, sir. 

Mr. Hanorp. I think that we have perhaps two in north Georgia 
and each of them grows some birds on his own. So he is a combination 
dealer and broiler operator. There may be others, sir, but they don’t 
come readily to mind. 

Mr. Brown. These others, the great bulk of them in that commer- 
cial area, that might be referred to as dealers but really are not dealers 
in the strict inter rpret: ition of the word, do most of them utilize their 
full purchases of broiler feed for their own use in growing? 

Mr. Hanorp. You mean, buying for use on their own premises as 
distinguished from buying for contracting with others? 

Mr. Brown. No; just either for their own use on their own prem- 
ises or for feeding of birds grown under contracts. 

Mr. Hanorp. I would say that it is almost universal not only with 
us but with every other feed company in the South that when you 
examine the facts rather than the labels you will find that those people 
are buying for their own use either on their own premises or on the 
premises of those they contract with. 

Mr. Brown. Do you refer to those people as dealers? 

Mr. Hanorp. We do, but it is confusing when precise definition is 
essential, and I think that every other feed company refers to them 
as dealers, also. 

Mr. Brown. You have indicated that that is the way the business 
was founded and the way it has grown in that area. When did your 
company get into that field in that area? 

Mr. Hanorp. In 1951. 
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Mr. Brown. Has your expansion in that area been at a steady rate 
or was there one year where you went in it more heavily than in pre- 
vious years? 

Mr. Hanotp. We took over a business which was operating in that 
area, and I would say that it was heaviest at that point, that we have 
had fluctuations in tonnage since, but that perhaps would be as heavy 
as any point in the business. 

Mr. Brown. Did your mill help in the expansion by arranging for 
credit or providing funds for any construction of poultry houses and 
the purchasing of equipment ? 

Mr. Hanotp. We have never financed the construction of poultry 
houses. We do finance the purchase of bulk bins. 

Mr. Brown. Did you provide to your dealers financial help in 
obtaining chicks? 

Mr. Hanorp. The operation which we acquired in 1951 had such 
a system in operation. We discontinued it in early 1952. 

Mr. Brown. The assistance from the manufacturing level has been 
primarily on feed? 

Mr. Hanon. Yes, sir. 

Mr. Brown. Mr. Hanold, thank you very, very much, for your 
assistance. We genuinely appreciate your help in this study. 

Mr. Hanoxp. Might I say, sir, that we were privileged to be invited. 
I know the objective of the committee is to achieve a modification of 
some sort in the industry to bring a happier relation between supply, 
demand, and prices. I should like to say that in my belief the com- 
mittee has had some success in that respect already and will have 
more in this respect. 

The poultry industry prides itself on being a young industry. The 
attentions of this committee perhaps will bring it to the conclusion 
that while young it still has reached the age when it must exercise 
discretion. 

Mr. Brown. Those are good words to hear, and might I add that 
if this committee can contribute nothing more than helping direct 
the industry toward certain channels and objectives that will be good 
for the industry and for America, we will feel amply rewarded. 

Mr. Hanoxip. Thank you for your courtesy. 

Mr. Brown. Thank you, sir. 

Mr. Brown. The Chair would like to hear now from some gentlemen 
who have patiently waited for many days, the Beacon Milling Co. 

Do you solemnly swear that the testimony you are about to give will 
be the truth, the whole truth, and nothing but the truth, so help you 
God? 

Mr. Tytrr. Ido. 


TESTIMONY OF S. W. TYLER, PRESIDENT, THE BEACON MILLING 
CO., INC., CAYUGA, N. Y. 


Mr. Tyrer. The poultry industry, like almost all of agriculture, is 
suffering from technological overproduction. This is particularly 
true of broiler production and there are several very apparent reasons 
for this situation. 

1. The cycle is the shortest of any meat production; 9 weeks from 
chick to finished bird and only 12 weeks from hatching eggs to the 
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processor. This makes it relatively easy for new growers to enter the 
business. 

2. Broiler production has been a rapidly increasing industry due 
largely to rapid improvements in nutrition and operating efficiency, 
and rapid growth in the public’s usage of broiler meat. 1n any rap- 
idly growing industry, growing pains must be expected. One of 
these 1s temporary overproduction at times. 

8. Broiler raising has provided a profitable operation on small 
farms where other types of agriculture have been crowded out; also 
in farming areas of low-soil fertility. 

4, Broiler production involves the production of hatching eggs, the 
hatching operation, the actual growing of the birds, the supplying of 
feed and finally the dressing or processing. These phases are gen- 
erally considered separately. However, there has been an increas- 
ing tendency by a few in the industry to combine some or all of these 
various phases of broiler production into an integrated operation. 
To a limited extent this. development may have contributed, tempo- 
rarily at least, to overproduction. 

All the foregoing can be fully documented and probably have been 
in testimony before your committee. 

When the actual growing of the broilers is done by an independent 
operator who buys the chicks, buys the feed, supplies all other facili- 
ties and materials and sells to a processor, this grower assumes all 
the risk of price fluctuations for the finished birds. Extending back 
many years there has been a steady trend away from the independent 
growing of birds by grower-owners. Independent growing has been 
superseded by the practice of the operator with broiler houses pro- 
viding both his houses and his labor to grow birds under some form 
of contract. Under such contracts the operator usually receives some 
form of fixed payment and may share in profits but assumes no share 
in any losses. ‘Chis contract growing of broilers has become quite 
general. 

There remain, of course, some independent growers even in the 
concentrated broiler areas. Contract growing may be carried on by 
contractors who make this their major business. It is also conducted 
by hatcheries, by feed dealers, by feed manufacturers and by proces- 
sors. Ina few cases there are completely integrated operations from 
the production of hatching eggs to the final marketing of the dressed 
bird. In some cases two or more of the factors of the industry com- 
bine in sharing the risk of the operations. It is no doubt true that these 
contract operations and to a lesser extent the integrated operations 
have, during this evolutionary period of the industry, contributed to 
a production which is not always absorbed at prices above cost of 
production. 

Some feed manufacturers have been parties to many types of such 
contractual operations and degrees of integration. The practice has 
spread from feed manufacturer to feed manufacturer because of the 
need of meeting competition. It must be emphasized at the same time 
that the feed manufacturing industry is largely responsible, because 
of its research program in feeds and management, for the sensa- 
tional increase in the efficiency of producing broiler meat with the 
resulting abundance of this delicious food at remarkably low prices 
to the consumer. 
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We are asked to state the evolution of our company’s policies with 
reference to credits and other matters. Regarding these, the history 
of the industry is interesting and pertinent. When our company 
was founded in 1920, shipment of manufactured rations other than 
on arrival draft was a rare exception. Starting about that time there 
began to be a change away from such strict terms. We should 
emphasize, however, that much feed is still sold on definitely cash 
terms. In our own case a very large percentage of our sales are 
arrival draft or open accounts paid promptly. In 1920, also, prac- 
tically all feed was sold through retail feed dealers. As the years 
passed, feed manufacturers began to sell more and more feed on some 
sort of credit terms. At the same time, larger feeders began to buy 
more nearly direct and company-owned stores began to replace, to a 
very limited extent, the independent feed dealer. 

As a result of these developments, feed manufacturers financed 
more and more the entire feed industry, that is, both manufacture 
and distribution. The independent feed dealer, in almost all cases, 
financed the feed provided to his customers, As the manufacturer 
began to give more credit and to take over a part of the distributing 
function he began to finance the feed for the actual production of 
dairy and poultry products. Indirectly, therefore, the feed-manu- 
facturing industry at present finances a portion of the production 
of the final end products, 

The nature of the broiler industry and its sensationally rapid 
growth demanded much capital. It is quite natural, since feed is 
well over half of the cost of broiler production, that much of this 
financing was provided by feed manufacturers in the form of credit. 
It was then only a short step to the actual participation in broiler 
growing or to some form of risk sharing with other facets of the 
broiler industry. Because of the vast amount of capital involved, 
along with the risks, many independent growers welcomed the oppor- 
tunity to grow broilers on a contractual basis with a second party. 
The grower benefited by receiving technical aid along with a guaran- 
teed income. Later, however, the contractual arrangements ecame 
less attractive due to poor broiler prices which necessitated a reduc- 
tion in the payment received by the grower. 

The history of our own company parallels that of the industry 
in many respects, although, as stated above, a surprisingly large 
percentage of our sales are on a cash basis. In order to help main- 
tain a competitive position in the industry we have participated to 
some degree, through our own stores and a subsidiary company, 
in actual broiler growing. In our own store oper rations we are not 
now growing broilers where we assume the entire risk. We are in- 
clined to accept the philosophy that it is logical that the risk of price 
fluctuations for the finished birds be borne by several phases of the 
industry. We are investigating this alternative at present. It is also 
possible that such combining of interests could go far toward keeping 
production in line with consumption. 

Integration and contractual arrangements in the turkey industry 
have not progressed to nearly the proportions experienced by the 
broiler industry. Except for a small subsidiary company, we have 
not participated in direct growing. We have not been a party to 
integrated operations. 
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Technological advances have stimulated turkey production dra- 
matically, The poultry industry through organized promotional 
activity (Poultry and Egg National Board, National Broiler Coun- 
cil, and National Turkey Federation) has done much to increase con- 
sumption of poultry products. And while decreased production costs 
along with increased turkey consumption should make for a healthy 
industry, the present outlook is for this year’s prices to be depressed 
due to excessively high production. 

The egg-production industry has not experienced the same rapid 
growth as the broiler and turkey industries. Per capita egg consump- 
tion has apparently reached a plateau. Technological advances, how- 
ever, have been made in egg production. While the average produc- 
tion per bird per year was 134 eggs in 1940, this production has 
climbed to nearly 190 eggs at present. Increased efficiency by the 
laying industry has made the nutritious egg a better buy than ever 
before for the consuming public. 

Unlike broilers, there are practically no contractual arrangements 
for the production of market eggs in our distribution area (the North- 
east, Virginias to Maine). Despite this, within recent months the 
cost of producing eggs exceeded the market price. Due to a decreased 

lacement of egg-type chicks, egg prices are expected to be favorable 
or the 1957-58 production year. These violent fluctuations merely 
point to an economic fact will recognized by the industry. There 
will be times of losses as well as times of profits. 

The remedy to the situation lies, of course, in bringing and keeping 
production in line with consumption. Broiler production is tradi- 
tionally an industry of wide and comparatively short swings from 
overproduction to profitable operations. Economic forces have 
brought adjustments. Comparatively recent developments have in- 
terfered with adjustments usual in the past, resulting in a longer 
period of depressed prices. However, there is every reason to believe 
that normal economic forces will correct this present situation. The 
feed industry along with other phases of poultry-meat production have 
undoubtedly contributed to the imbalance of recent months. Here 
again the industry recognizes this and there is evidence that correc- 
tions are taking place. The broiler industry has been experiencing 
some violent evolution but good can come from it and this great in- 
dustry will be brought into adjustment by the free play of economics. 

Any direct action by Government in the way of price supports and 
the necessary controls would result in irreparable damage. This has 
been the case with similar action with other agricultural products— 
the resulting surpluses being far greater than now exists with broilers. 

Government can and should do one thing which would be imme- 
diately helpful. It could cease providing funds for the industry. 
There are indications that this has been a contributing factor to over- 
production. We strongly recommend that Government funds from 
any source or agency, now being provided either directly or indirectly 
for broiler production or other poultry production, be largely or en- 
tirely discontinued. 

Mr. Brown. Mr. Tyler, thank you very much for a very excellent 
statement. 1 know it has been worth while for the committee to wait 
for your testimony. I hope you feel that it has been worth while for 


you. 
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Mr. Tyter. Mr. Chairman, I have learned a lot sitting in on these 
hearings. 

Mr. Brown. I hope so. I hope we can do some good on this thing. 

Mr. Tyler, did the Beacon Milling Co. recently sell or merge with 
some other company ? 

Mr. Tyrer. That has not taken place as yet. The stockholders of 
both companies do not vote on it until the latter part of June. 

Mr. Brown. I see. I read somewhere in a trade magazine, I think, 
that there was a deal in the making. 

Mr. Tyier. That is the Spencer Kellogg Co. 

Mr. Brown. You have outlined very clearly the growth of the 
broiler industry and the part that Beacon has played in it. How has 
your broiler tonnage fared during the recent years, Mr. Tyler ? 

Mr. Tyrer. In accordance with the figures which we have already 
submitted, there has been no appreciable change in our tonnage in the 
last 4 or 5 years. 

Mr. Brown. The overall broiler-feed tonnage used in the United 
States has increased substantially in recent years; has it not? 

Mr. Tyrer. That is right. 

Mr. Brown. Do you feel that your company policies have limited 
your ability to get your regular share of that tonnage ¢ 

Mr. Tyxer. That is a rather difficult question to answer, but I as- 
sume that—— 

Mr. Brown. What I am referring to, of course, is the contract grow- 
ing, and growing of birds yourself as a mill. 

Mr. Tyzer. I believe that our reluctance to do that until very re- 
cently has been a factor. 

Mr. Brown. Does the mill at the present time grow any broilers? 

Mr. Tyter. Well, that is a question of terminology. The Beacon 
Milling Co. as itself does not grow any broilers at the present time. 
We do have a major interest in a small business which we purchased 
in November last year which sells feed and contracts for the growing 
of both broilers and turkeys. 

Mr. Brown. Do Beacon dealers grow broilers extensively ? 

Mr. Tyter. Depending upon the area. Several Beacon dealers do 
grow broilers extensively. 

Mr. Brown. Do you think that has increased in recent years the 
number of dealers and the birds they grow ? 

Mr. Tyrer. I don’t believe these dealers of ours are growing any 
more broilers particularly than they have for the last several years. 

Mr. Brown. Would you say for the last 5 or 10 years? 

Mr. Tyzer. Well, 5 years not much change, and, of course, there 
would be exceptions to that; 10 years a lot more, of course. 

Mr. Brown. In 1956 when broiler production outran demand did 
the Beacon Milling Co. take out any impairment insurance on any 
birds produced ? 

Mr. Tyter. No, sir. We were not offered it, and we did not solicit 
it, and furthermore we did not believe it was a good thing. 

Mr. Brown. I think the insurance companies who insured them 
share that belief with you now. Did your company in 1956 change 
any of its credit practices or its contractual growing arrangements in 
any way that might have added to the supply of broiler meat? 

Mr. Tyrer. Not materially. As far as credit is concerned, I believe 
that we were more careful with our credit in 1956 than we were in 
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1955. In the latter part of 1956 we did through 3 of our stores grow 
on an experimental basis about 300,000 broilers. That has been since 
discontinued, being an unprofitable operation. 

Mr. Brown. Do you think you lost any business in 1956 to competi- 
tros who beat you on credit terms or on contractual arrangements? 

Mr. Tyrer. I suspect that there would be cases where most any feed 
company lost some business on credit terms. I don’t believe that 
amount was excessive. As to contracting, why, I assume that there 
was quite a bit of business that might have been lost. In fact, it is 
not uncustomary for some of our good customers to go into the feed 
manufacturing business and to contract. At the same time I believe 
that these people should have the right to do this. 

Mr. Brown. You have outlined in your opening statement, Mr. 
Tyler, the trends that have developed in the industry from a situa- 
tion where growers grew the birds, feed manufacturers made and sold 
feed, and dealers distributed that feed to a situation today where more 
and more it is the feed companies or feed dealers or processors who 
are growing the birds, and it is on a contractual arrangement with 
the person who supplies the labor. Do you think that trend will 
continue? 

Mr. Tytrr. Well, I can only speak for the area in which we dis- 
tribute feed, that is, from Maine to Virginia. I expect that it will 
continue, but the rate of change will be much slower. 

Mr. Brown. Do you think that it is spreading to the turkey field 
and to the egg-production field ? 

Mr. Trier. Well, I don’t see much change in the turkey field in 
the last few years, and, of course as to the gs field in the Northeast 
very little has been done in that respect. I don’t know of any at 
present. 

Mr. Brown. Do you think that this narrow margin to the producers, 
whoever he might be, in the broiler field is here to stay: while it might 
fluctuate a little bit and get a little wider at points and narrower at 
others, that the margins will be narrower from now on? 

Mr. Trier. Well, I believe that as the broiler industry has matured 
that the margins will be and are apt to be narrower 

Mr. Brown. Let’s take a broiler grower who st arted out and built 
a four or five thousand dollar poultry house to handle four or five 
thousand broilers at a time. Back when he could make 10, 15, or 20 
cents per bird, he could pay off his loan on that poultry house and still 
have some labor money out of it to live on. Through the years it has 
develoned where the risk is so great that in lots of instances we see that 
type of grower going to a. contractual arrangement where he gets, say 
5 or 6 cents per bird. On that contractual arrangement with that nar- 
row labor income spread there, will he be reluc tant to expand his poul- 
try house? 

Mr. Tyzrr. I think he will. 

Mr. Brown. With those narrowing spreads it has been indicated to 
this committee that we are approaching a new era in this broiler grow- 
ing where one man will handle forty to sixty thousand birds at a time. 
This four to five thousand bird operator will have to expand or get out 
eventually, won’t he? 

Mr. Trier. Well, that evolution will be rather slow, in my opinion. 

Mr. Brown. But whether it is slow or fast if he is to expand his 
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lant and increase his capacity from four or five thousand to 50,000, 
fot’s say’ the money has got to come from somewhere, and on the face 
of it it looks as if it will be a little difficult for it to come out of his 
growing operations, would it not? 

Mr. Tyter. Well, when you speak of these 60,000 or 80,000 capacity 
plants, that is true. I still believe these smaller operations can offset 
some of this by being more efficient due to the fact that the operator 
will perhaps spend more time and exercise a little more care with the 
chickens than where you have a large operation with hired help. 

Mr. Brown. But the way the market has been in the past 18 months 
he can live with those birds night and day and still he can make 
just so much per bird or lose so much per bird; isn’t that right? 

Mr. Tyter. That is true. 

Mr. Brown. Mr. Tyler, you indicated to the committee that your 
company is investigating the logic of having several phases of the in- 
dustry share the risk of price fluctuations. Would you care to elab- 
orate on that for us? 

Mr. Tyrer. Well, since the first of the year we have entered into 
some limited arrangements between producers and/or hatcheries 
where the risk is shared jointly by the three parts. 

Mr. Brown. That is a form of integration, I guess, from what has 
been indicated to the committee. 

Mr. Tyizr. I would expect so, yes. 

Mr. Brown. Do you think that by insuring against losses in that re- 
spect, do you feel that that will lead to still greater production of 
birds ? 

Mr. Tyter. Well, I am not at all sure that this is a good thing 
to do in the first place. It would seem to be a trend in the industry, 
and we felt that in justification to our stockholders that we should 
get some experience and firsthand information as to that type of 
operation. At the present time we have reduced the size of the opera- 
tion, and we are indefinite in our own mind as to how far we may go 
with it. If it proves unprofitable, whether it is shared or not, why 
we will get out of it. 

Mr. Brown. Would it be a fair statement to say that it is the old 
adage, if you can’t whip them, join them ? 

Mr. Tyter. Looks that way, doesn’t it? 

Mr. Brown. In other words, here at the more or less tail end of the 
hard times of the last 18 months you are exploring the possibilities of 
changing the practices to try to compete on a more even basis with 
some of these competitors; is that true? 

Mr. Tyter. That is true. 

Mr. Brown. Did you hear the representative of the Pillsbury Co., 
outline the company’s relationship with its dealers in the southeastern 
part of the United States? 

ae Tyzer. Well, there were some parts of it I didn’t hear too 
clearly. 

Mr. Brown. Just to try to sum it up in a nutshell, Mr. Hanold 
indicated that in the southeastern part of the United States that a 
dealer actually was not a dealer at all in most cases; that he was the 
operator who was growing the birds, and that he did not handle feed 
for resale. 
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Do you have any dealers of that type in the loose sense of the word? 

Mr. Tyrer. Well, we have dealers that do contracting. We classify 
a dealer as being a person to whom we sell feed who in turns sells feed 
at retail. As to the amount, why, as long as we know that he is 
selling feed at retail, we classify him as a dealer. We have some 
instances of people that we sell that do contracting and we call those 
direct customers. 

Mr. Brown. Do those direct customers of yours buy broiler feed at 
roughly the dealer price ? 

Mr. T'yxer. In some cases they would pay a dollar over the dealer 
price, and in other cases they would pay the same dealer price if they 
were not conflicting with the dealer’s business. 

Mr. Brown. And do they receive credit terms that roughly cover 
the entire cost of the feed for the growing period? 

Mr. Tyrer. In a few cases they would be granted those terms 
based upon their financial statement and our knowledge of their 
operations. That wouldn’t necessarily mean that they would take 
that credit. As has been brought out before in the hearings, it is 
difficult to abruptly change the ‘terms of credit, because if we or any 
other feed company did that we would put a lot of our dealers out 
of business because they cannot adjust quickly to a rapid change in 
credit terms, and those people are all small businesses. 

Mr. Brown. Just to use a hypothetical example. If I had poultry 
houses to grow, say, a half million birds a year, do you think that by 
working with the representatives of the Beacon Milling Co. that I 
could get a pretty good price on feed and also credit to cover the cost 
of the feed ? 

Mr. Tyrer. You would get a good price, but it wouldn’t be a special 
price. It would be the same as everyone else. 

Mr. Brown. Could it be arranged for me in that hypothetical case 
to be on a direct basis with the ‘company ? 

Mr. Tyter. Well, that would depend on whether you were in an 
area served by a dealer or we do have instances where the dealer tells 
us to go ahead and sell direct, but we have very few direct broiler cus- 
tomers, as our statement which we submitted indicated. 

Mr. Brown. That is what I was wanting to bring out, and I didn’t 
know any other way to do it but through the hypothetical example. 

Mr. Tyler, do you have any company- “owned retail stores? 

Mr. Tyter. Yes; we have 13. 

Mr. Brown. Is that a greater number or lesser number than you 
have had at any one time ? 

Mr. Tyzer. It is about the same as we have had a few years ago. 
It is three more than we had last year, or the first part of last year. 

Mr. Brown. Is there any difference in the price at which the feed 
is billed to those company-owned stores and to franchised dealers? 

Mr. Trter. No, sir. 

Mr. Brown. Mr. Tyler, you have been associated with this poultry 
industry for along time. You have seen it grow and its growing pains 
and everything. Tell me how a man who is an independent operator, 
even if he is on a large scale, when he has to pay the retail price for 
feed, even though the differential mav be just slightly above the 
wholesale price. when he has to pay retail price for chicks and the 
other supplies, in the long run how is he going to compete in this 
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business against a dealer or a feed company who can supply those 
items at wholesale ? 

Mr. Tyter. Well, there are certain costs that go into conducting any 
part of the business, and I think it is a fallacy to say that a company 
can conduct a business on a wholesale basis, because if they are going 
to go into any phase of the production of broilers they have got the 
same costs that the other people have. 

Mr. Brown. Except in the instance that I mentioned, that the 
independent operator might be paying a dollar to $2 a ton more for his 
feed than would a dealer, a company dealer, for instance; would he 
not ? 

Mr. Tyrer. That is right. 

Mr. Brown. Would he not also in that instance described be paying 
slightly more for his chicks? 

Mr. Tyier. As far as I know there is no difference between the 
price that anyone pays for chicks. I think that is a uniform price. 
Now, I don’t want to be quoted, but that is the impression that I 
have. 

Mr. Brown. Would you say that we are going to see more and more 
dealers growing chicks or do you think that some of them are getting 
out ? 

Mr. Tyter. I am sure that some of them have stopped and some 
of them have cut back their operations. 

The efficiency of the small, relatively small operator, like the feed 
dealer that becomes a contractor, is quite pronounced, in my opinion. 

Mr. Brown. That is, he is efficient ¢ 

Mr. Tyuer. That is right; he knows his people. He knows how 
to treat them and looks after them and does a good job. 

Mr. Brown. On that basis that may be a trend then that is going 
to be around for a long time. 

Mr. Tyrer. I believe that is true. 

Mr. Brown. Mr. Tyler, I would like to close these Washington 
hearings today with just this comment, that I genuinely appreciate 
your help because you have given us some excellent information right 
from the horse’ s mouth, and I would like to hear your opinion as to 
what is going to happen to the broiler market this fall. What do you 
think it will be like when we get into the rough stages of September 
and October ? 

Mr. Tyrer. Well, I would hesitate to forecast that far ahead. I do 
feel that there are corrections going on in regards to production. I 
feel that as a result of these hearings that the feed manufacturers 
that have attended these meetings take their responsibility very 
seriously. I have been here for 8 or 9 days and I have had an oppor- 
tunity to privately and in groups talk with many of these people, and 
I am’sure that their intentions are to look at this problem, analyze it, 
and see where they can be helpful. 

Mr. Brown. That is delightful to hear because actually I get the 
impression that while the feed manufacturers may not be actually 
growing the great bulk of the birds in this country, and I am sure 
they are not from the confidential reports that we have had, but still 
through their dealer organizations nationwide and especially in the 
heavily concentrated commercial areas, that the feed manufacturers 
are probably the most influential factor in the area; they can talk to 
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growers about cutting back with more weight than any one group. 
Do you think that is a fair statement ? 

Mr. Tyuer. I think that is true. However, there are a lot of small- 
business men that are contracting broilers that are not feed dealers. 
A lot of them make their own feed. But, as you say, the feed manu- 
facturers probably have the greatest influence. 

Mr. Brown. And as for those small-business men who are not feed 
manufacturers or feed dealers, perhaps if this committee pursues its 
intentions and goes out into the field and talks with and an from 
some of those people we might be able to make a little dent in this 
overproduction. 

Mr. Tyrer. I suspect that most of those people that are now in the 


business have gone through rough times so that they are pretty good 


businessmen. 

Mr. Brown. Thank you very much, Mr. Tyler. We genuinely 
appreciate your help. 

At this point, without objection, the Chair would like to insert a 
statement by Mr. O. E. Zacharias, Jr., general manager of Southern 
States Cooperative, Inc., who was invited to the hearings and was 
pont, but was excused because of a conflicting engagement. Mr. 

acharias has indicated to the committee he is willing to answer any 
questions submitted by the committee on any subject pertaining to 
these hearings. 

(The statement is as follows:) 


STATEMENT OF O. E. ZACHARIAS, JR., GENERAL MANAGER, SOUTHERN STATES 
COOPERATIVE, INC., IN CONNECTION WITH A STUDY OF THE POULTRY INDUSTRY 


Mr. Chairman, while I am filing this statement as a part of the record, I would 
like at this time to present to the committee two of my associates also occupying 
top management positions in Southern States Cooperative, Mr. H. H. Gordon, 
assistant general manager, and Mr. J. E. Givens, director of community services. 
These gentlemen will, if agreeable to the committee, assist me in answering ques- 
tions posed by you or other members of the committee. 

Southern States Cooperative is a rather large organization as compared with 
most farmer cooperatives. It is engaged in rendering many services for its 
farmer members and in consequence is somewhat complex. In order to give 
you gentleman a general understanding of its character, operations, and objec- 
tives, I submit the following: 


SOUTHERN STATES COOPERATIVE 


Southern States Cooperative is a farmer-owned and farmer-controlled coopera- 
tive association, organized under the Agricultural Cooperative Association Act 
of the State of Virginia. It was organized in 1923 and has been in continuous 
operation since that time. It renders a nonprofit purchasing service in farm 
production supplies of high quality in feeds, seeds, fertilizers, petroleum, and 
miscellaneous farm supplies, and a marketing service for eggs and grains, for 
farmers in the States of Virginia, West Virginia, Maryland, Delaware, Kentucky, 
and Tennessee. 

These services are rendered on operating margins which will recover actual 
costs, plus a margin for safety. The net margin remaining after expenses and 
dividends on invested capital is returned to patrons at the end of each fiscal 
year in patronage refunds based upon patronage. 

Only farmers may be members of Southern States Cooperative, but a farmer 
need not be a member to patronize it or to share equally with all others in its 
benefits. Membership rests upon the ownership of one or more shares of $1 par 
value voting common stock. Regardless of the number of shares of voting stock 
held, each member has only one vote. Present membership totals one-third of a 
million farmers. 
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Southern States Cooperative is controlled by a board of directors of 15 farmers. 
The members of Southern States meet in about 450 community meetings each 
year. At these meetings a local board is elected on the 1-man, 1-vote principle. 
The local board members thus elected, numbering about 3,500, serve in a delegate 
sapacity and in turn elect 9 members of the Southern States board of directors. 
Six other directors, known as public directors, are appointed by the director of 
agricultural extension service in each of the 6 States in which the organization 
operates. This system of farmer control is thoroughly democratie and yet 
feasible for a large organization with many thousands of members in a large 
operating area. 

TOTAL BUSINESS 


The total business which farmers do through Southern States Cooperative is 
made up of many farm supplies other than broiler feed, turkey feed, and laying 
flock feed. These other supplies include dairy feed, stock feed, hay and feed 
ingredients, seed, fertilizer, petroleum products, steel products, paint, asphalt, 
small tools, insecticides, dairy and poultry equipment, water systems, farm and 
home appliances, and other miscellaneous farm supplies. 

For the year ended June 30, 1953, broiler, turkey, and laying mashes constituted 
15 percent of Southern States Cooperative’s total volume of business; 16 percent 
for the year ended June 30, 1954; 18 percent for the year ended June 30, 1955; 
and 21 percent for the year ended June 30, 1956. This growth in poultry and 
turkey feed volume reflects increasing production, and to some degree, more 
farmers patronizing Southern States Cooperative. 


INTEGRATION PRACTICES 


Southern States Cooperative’s poultry feed service to its members and patrons 
is not an integrated operation. The organization does not own or operate hatch- 
eries, dressing plants, or poultry marketing facilities. The organization is not 
engaged in poultry production other than that incidental to the operation of a 
broiler research and evaluation farm at Bridgeville, Del. The purpose of this 
relatively small operation is nutritional research, along with the testing and 
evaluation of broiler rations. 


CONTRACT FINANCING 


The contract financing of broilers is not a new practice. It began many years 
ago. During the last 10 years it has grown by leaps and bounds. We are con- 
vineed that at present fully 95 percent of the broilers produced in the operating 
territory served by Southern States Cooperative are grown under some form 
of contract which provides financing for all or substantially all of the out-of- 
pocket costs of production, such as baby chicks, litter, fuel, medicinals, and the 
feed consumed. Substantially all of the financing is furnished by the suppliers 
of feed or chicks. The farmer producer, with only rare exceptions, provides 
only the facilities and the labor. Financing has become a tool for the merchan- 
dising of feed. Insofar as broiler feeds and turkey feeds are concerned, this 
merchandising tool is almost universally employed by the feed industry. 

Southern States Cooperative entered into financing practices of this type with 
great reluctance. Competitive practices compelled us to do so. We were con- 
fronted with the alternative of meeting competition by providing the type of 
financing furnished by others or of being deprived of the broiler and turkey feed 
business which, as I have indicated, is a substantial portion of our total business 
and an even larger percentage of our volume in feeds. Our members who grow 
broilers and turkeys wanted the advantages of buying their feed requirements 
cooperatively. They wanted service from their organization on a competitive 
basis, which meant financing as well as the supplying of feed. 

Southern States felt it owed its members the right to participate in the sound- 
est financing program we could develop. We set about to develop a program 
with the producers’ interest primarily in mind. The program we have developed 
protects producers from out-of-pocket losses and at the same time pro: ‘des an 
incentive to exercise the best management and feeding practices known today. 
This incentive insures maximum efficiency, minimum out-of-pocket losses, and 
assures the more efficient producer that he will receive some return for his labor 
and management. In offering this program to its members, Southern States has 
stayed within definite production ceilings, has exercised close supervision over 
broiler and turkey production, has improved management practices, has grad- 
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ually weeded out inefficient producers, and has unquestionably been a factor in 
lowering production costs. 

The incentive aspect of this program is generally credited throughout the 
industry in our operating territory as having served as a pace-setter in placing 
the premium on efficiency. The Southern States contract does not provide a 
guaranteed labor income irrespective of producer performance. 

If Southern States or any other cooperative is to be efficient and really useful 
to its farmer members, it must have a large enough volume of business to keep 
its costs low. If Southern States Cooperative had pursued a policy which denied 
to the organization a share in the broiler and turkey feed business in its oper- 
ating area, our production costs on other feeds, as for example dairy feeds, 
laying mashes and stock feeds, would have gone up quite substantially. So 
would have our overhead and administrative expenses. There would have been 
other very serious consequences, as for example, the organization being deprived 
of the patronage on seed, fertilizer, poultry equipment, and other farm supplies 
of broiler and turkey growers unless the organization made available to them 
a competitive service on their feed requirements. 


SOUTHERN STATES’ POSITION 


Southern States feels very frankly that broiler and turkey financing has gotten 
out of hand with quite disastrous results to the broiler and turkey producers. 
In many respects it is similar in its consequences to a Government-support pro- 
gram where support is set at an unrealistically high level, with the result that 
production far exceeds demand and costly and price-depressing surpluses result. 
With the producer completely protected against out-of-pocket loss, with hatcheries, 
feed suppliers, and processors going all out for increased volume, the inevitable 
result was disastrous overproduction. As a consequence, prices have fallen far 
below cost of production, and we have a terribly depressed industry. Everyone 
involved must share the blame for this situation. 

On the other hand, we must recognize the trends in agriculture today toward 
larger, more efficient operations with lower per-unit margins. These trends 
require financing in ever-increasing amounts. The producers’ financial resources, 
normally limited, have been greatly reduced by continued low prices. If he is to 
continue to produce, he must have credit from some source. The problem is to 
keep this financing on a sound basis so it becomes a tool for the farmer, not his 
downfall. 

Since hatcherymen, feed suppliers, and processors have accepted the responsi- 
bility for providing such financing, it is incumbent upon them to make such 
financing sound, not only from a credit standpoint, but from the standpoint of 
the producer. (It is definitely not a problem for Government, and legislation 
aimed at credit control would almost certainly be too restrictive to permit sound 
financing or adequate financing to meet consumer demand. 

This should be recognized by those who have undertaken to provide the financing 
and immediate steps taken to bring production back in line with consumer demand. 
A voluntary program can and should accomplish this, but it calls for greater 
statesmanship than has been evident up to this time. Enlightened self-interest 
dictates a voluntary production-control program in the interest of a fair return 
to the producer and the continued sound growth of a basic industry in which 
hatcherymen, feed suppliers, and processors have a great financial stake. 

It is to be hoped that this hearing will focus the spotlight on the abuses, the 
unsound credit practices, the basic economics involved in keeping an increasingly 
important segment of agricultural production efficient and solvent. We believe 
there is enough statesmanship in the industry, once the full impact of the problem 
is understood, to clean house and make a new and sound approach to the problem 
without Government intervention or restrictive legislation. For our part, we 
want to assure you that we stand ready to make our full contribution toward 
this end. 

Mr. Brown. The Chair would like to insert at this point in the 
record an additional statement, which is in the form of an amendment 
to his previous statement, by Mr. R. Emerson Burns, of the Chas. M. 


Cox Co. 
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(The statement is as follows :) 
Cuas. M. Cox Co., 
Boston, Mass., May 11, 1957. 
Mr. CHARLES H. Brown, ; 
Chairman Subcommittee No. 6, Select Committee on Small Business, 
House of Representatives, House Office Building, Washington, D. C. 


Dear Mr. Brown: During the testimony given by Mr. Nelson Lewis before 
your committee on May 10, Mr. Lewis mentioned that there were certain credit 
practices being fostered by feed companies in his area that were definitely con- 
tributory to the condition of the poultry industry. Some of these companies 
he mentioned by name, and Wirthmore was one. 

One of the practices he described was that of guaranteeing the dealer a 
profit on his feed regardless of whether the broilers made or lost money, a 
guaranteed profit scheme. If the record is examined, it will be found that he 
used as an example a dealer who was growing 800,000 chickens, and allegedly 
was being financed by Wirthmore. 

In the interest of keeping the record correct, we would like to state that we 
have no dealer in Mr. Lewis’ territory growing that many broilers, nor do we 
have any plan whereby we guarantee or underwrite the losses of a dealer as 
Mr. Lewis has inferred. 

This is in no way intended as a reflection on Mr. Lewis since he has obviously 
been misinformed. 

Sincerely yours, 


R. EMERSON BURNS. 


Mr. Brown. The Chair would also like to include in the record, 
without objection, a statement in the form of a letter addressed to 
Mr. Mortyn K. Zietz, special counsel of the subcommittee staff, 
during these hearings. This letter is from C. W. Tilson, of the 
Central Carolina Farmers’ Exchange, Inc. 

(The statement is as follows:) 


CENTRAL CAROLINA FARMERS’ EXCHANGER, INC., 


Durham, N. C., May 7, 1957. 
Mr. Morryn K. ZItIetTz, 


Providence, R. I. 


Dear Mr. ZretTz: You and Congressman Brown and his associates have my 
thanks and appreciation for undertaking to do something to help get our 
poultry industry on a sounder basis. I was in Chicago at the AFMA meeting 
last week but did not get the opportunity to talk with you, so I am writing you 
and hoping the information may be helpful. 

Our company is a local farmers cooperative corporation, owned and operated 
by 12,000 farmers in 5 counties here in central North Carolina. Therefore, 
our transactions are directly with farmers who produce and market poultry and 
eggs through this company. Our operating and credit policies are determined 
by our board of 12 directors, who are all active farmers, with 1 public director, 
who is an economist at our State college. 

We started marketing poultry in 1931 and built our first poultry processing 
plant in 1934. There was very little poultry or eggs produced in centrol Caro- 
lina then. Our farmers were determined to develop poultry and egg production 
and marketing because we had markets here and north of us. We had grain 
to market, yet commercial poultry and livestock feeds are available only from 
large manufacturers and were extremely expensive. Therefore, we built our 
first grain storage and feed mill in 1936. We found it very difficult to buy 
baby chicks with uniform vitality throughout the year, so in 1940, we started 
ae first chick hatchery and established hatchery supply flocks with nearby 
armers. 

From the beginning, broiler production and marketing has been much the 
biggest item in our volume of business, with hens or fowl next, and eggs third, 
We started broiler production with member farmers in 1934 with their paying 
us cash for the feed, chicks, and production supplies, and our company market- 
ing their broilers through our processing plant. In about 1937, our growers in- 
sisted that we furnish the feed and chicks to them and let them pay for it 
when their broilers were marketed, since this procedure was already in opera- 
tion up in the valley of Virginia. Our directors agreed, reluctantly, to try 
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this plan with a dozen, carefully selected farmers and if it worked, we might 
expand on it. These selected broiler credit growers were charged $2 per ton 
more for feed and $1 per 100 more for chicks than the patron who paid cash 
for feed and chicks. The extra charge was to take care of financing cost, credit 
risks and to help some with supervision cost by our employees working with 
these growers. 

Our broiler production and marketing developed gradually and on a sound 
basis under this system for some 15 years. Our farmer members supplied the 
finances and volume of business to enlarge our poultry processing plant, grain 
storage, feed mill, and chick hatchery. 

About 5 years ago, other feed manufacturers and their dealers started the 
system called “broiler contracting” in which they paid broiler growers in our 
area mainly on the rate of 5 cents per head or $50 per thousand to grow broilers 
with the feed men furnishing the feed, chicks, medicine, and marketing the 
broilers. Then, feed manufacturers and dealers in States south of us began to 
guarantee the grower that they would stand any loss in case the broiler did not 
bring enough money to pay for feed, chicks, and medicine furnished by the feed 
man. In about a year’s time, this practice was adopted by some feed men in 
North Carolina. 

At that time, due to competition of the above plan, our farmer directors agreed 
that we could take half the loss sustained by our growers on each lot and the 
grower should bear the other half of the loss. Our experience up to this time, 
with charges of $2 per ton on feed and $1 per 100 on chicks showed we should 
be able to stand some losses because the increased volume of business we had 
then gave us more income from the above charges. 

With the grower averaging 20 to 24 cents per pound for broilers marketed, 
we were able to operate satisfactorily and keep most of our growers making 
some profit by working with them either on a cash hasis or the financing basis 
of charging growers $2 a ton on feed and $1 a hundred on chicks over cash prices 
and the grower taking half the loss and the company the other half when there 
was a loss on a car of broilers marketed. However, when the big overproduction 
of broilers came in 1956, the situation changed. 

During 1956 with the low market for broilers, our grower who was average in 
efficient production had nothing left for labor when he marketed broilers and 
paid for chicks, feed, medicine, and fuel. Most of the below average growers 
lost money besides his labor. The most efficient growers received some income 
to pay for wages. In October, November, and December 1956, several of our 
growers, most of whom were below average in efficiency, stopped producing broil- 
ers because they had made no money to pay them for their labor or had actually 
lost money besides their labor. Then, in January 1957, other feed companies in 
our trade area started putting these growers back into broiler production by 
paving them $50 or more per thousand to grow broilers for them with the feed 
company taking all the loss where there was a loss on any house of broilers. 
They not only put these inefficient growers back into production, but they also 
started taking over many of our average and above average producers. I am 
told that this same procedure was followed in Georgia and other areas under 
this system and these inefficient growers, who would have dropped out of broiler 
production, were kept in and that contributed immensely to continued over- 
production of broilers. 

I am convinced that feed companies, mainly those who built new mills in 
broiler growing areas, were hungry for increased feed volume to the extent they 
were willing to back and finance their feed dealers, who guaranteed these ineffi- 
cient growers and other growers a profit and no loss, have been largely respon- 
sible for the overproduction of broilers and the disastrously low prices for all 
broiler growers. In some areas, I am told that chick hatcheries and poultry 
processors have also participated in financing growers on some similar basis. 
However, this is not done extensively by hatcheries or poultry processors in our 
State so far as I know. 

When the feed companies, 5 years ago, first started paying broiler growers so 
much per thousand to grow broilers and guaranteed the grower that he would 
take no loss on any lot of broilers grown, I condemned the practice as unsound 
and destructive for the grower and the feed industry. I pleaded with feed 
manufacturers and feed dealers in meeting within our State, in meetings of our 
national feed manufacturers and at our Southeastern State poultry meetings to 
never let this practice get established. I told them, as well as our own farmers. 
that this would certainly lead to inefficient production and overproduction of 
broilers. I also contended that this practice would take broiler production out 
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of the hands of the grower and make of him a hired man or tenant of the feed 
manufacturer and feed dealer. I think that is just what has happened, and it is 
disastrous for farmers to get in that position on poultry which is one of their 
principal products. 

A similar situation is reported in poultry magazines to be developing now on 
eggs produced for food, and it should not be done on eggs or any other farm 
commodity because the control of production should never be taken away from 
farmers and determined by another industry. We will have overproduction on 
eggs if this happens. 

Within the past 4 months, our company has been forced by the competition of 
other feed companies to offer our growers this unsound program of paying them 
so much per thousand to grow broilers, with us supplying the chicks, feed, and 
medicine and taking all the loss where the broilers we market for him did not pay 
these costs. We do have an incentive feature, however, in our agreement that 
will pay the grower either more or less and according to his efficiency and pro- 
duction costs per pound on each lot of broilers. So far, about one-third of our 
growers, which includes most of those our competitors took from us, are now 
producing broilers on this plan. The other two-thirds are still growing as 
independent, self-reliant farmers on either a cash basis, getting all the profits 
and taking all the losses, or on our simple, financing plan, where the grower gets 
all the profits and takes half the loss and the company half the loss. 

We have reduced the number of broilers grown by our farmers by approxi- 
mately 20 percent this year below last year, and we are confident that if pro- 
duction for the country as a whole was lowered even 10 percent below last year 
each month, we would have broiler prices where farmers could get reasonable 
pay for their labor for growing broilers. I also believe our growers would con- 
tinue to operate as independent farmers and without anyone to guarantee them 
a profit and no loss. 

There may be other ways to control this overproduction of broilers and to 
correct the evils now practiced which cause this overproduction of broilers. 
However, I offer this one solution which I believe will take care of most of the 
problem. Everyone should deal with the grower on a sound business basis for 
both the grower and the man who furnishes the grower chicks, feed, and medi- 
cine or other supplies. Let every grower take all the profit he can make on 
broilers and also take his losses when there is a loss. When a feed dealer 
prefers to pay a grower so much per thousand for growing broilers, the grower 
should take half the loss and the feed man half on each lot of broilers mar- 
keted. The feed man should deduct the grower’s part of the loss from the 
money he pays the grower per thousand for growing broilers. This will auto- 
matically eliminate the inefficient grower because he will not be able to con- 
tinue producing broilers when he takes half the loss on each lot. And that 
will go a long way if not all the way toward stopping overproduction of broilers 
throughout the country. 

I apologize for the length of this letter, but I hope the information on how 
this situation on broilers has developed may be of some help to you in working 
out the solution to this problem. 

Sincerely, 
C. W. T1ILson, General Manager. 

Mr. Brown. At this time, the committee would like to hear from 
one of our colleagues in the House of Representatives, the Honorable 
Perkins Bass of New Hampshire, who is vitally interested in this 
problem. 


STATEMENT OF HON. PERKINS BASS, 0F NEW HAMPSHIRE 


Mr. Bass. Mr. Chairman, the poultry industry is a very important 
part of the economy of the Second District of New Hampshire which 
[ am privileged to represent in Congress. Just less than 50 percent of 
all of our agricultural income in New {lampshire is derived from this 
key industry and this industry is sick. It is sick because tremendous 
overproduction of poultry products has brought prices in the broiler, 
egg, and hatchery markets down to an all-time low. Scores of once 
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healthy poultry businesses in New Hampshire have thereby been 
destroyed or imperiled. 

For some months, I have investigated in detail this problem and I 
am pleased to offer to the committee for its earliest consideration and 
possible recommendation a seven-point program of executive action. 
This is an emergency program dictated by the severe poultry crisis. 
My program attempts to provide an immediate Government assist to 
the poultrymen in the form of direct Government and related pur- 
chasing programs. However, at the same time, it attempts to restrict 
other Government agencies from extending credit where such credit 
would expand poultry production. This degree of coordination is 
essential if we are to constructively attack the overproduction prob- 
lem. In addition to programs of purchasing and credit restrictions, 
I believe we must increase our present efforts to stimulate consumption 
of poultry products at home and abroad. 

And finally, Mr. Chairman, I believe we need a detailed investiga- 
tion of “integration” and its effects. “Integration” has been charged 
with much of the difficulties that the poultry industry is experiencing. 
A detailed investigation by the Justice Department is important if 
we are to take constructive remedial action, and this investigation 
could do much to clear the air. 

My program is as follows: 

1. The President of the United States shall direct the various credit 
agencies of the Government to cease granting loans to poultrymen 
where such loans are for the purpose of expanding egg and broiler 
production. This ban to continue until the Secretary of Agriculture 
shall decide that present acute overproduction has ended. 

2. The Congress shall direct the Attorney General to conduct an 
investigation of the operation, effect, and possible violation of anti- 
trust legislation of the so-called integration system of poultry pro- 
duction and marketing and that the Attorney General shall report 
his findings to the Congress by January 1, 1958, and take what other 
steps required. 

3. The Secretary of Agriculture shall continue and expand the 
present research programs to stimulate the consumption of poultry 
products. 

4. The Secretary of Agriculture shal] encourage procurement offi- 
cials of the military services and other Federal agencies to expand 
the purchasing and use of poultry products. 

5. Government purchases of poultry products to the fullest extent 
possible shall be made locally. 

6. The Secretary of Agriculture should utilize his authority to the 
fullest extent possible to distribute poultry products through the 
school lunch program and other authorized outlets. He should also 
encourage the local school lunch procurement agencies to purchase 
and utilize poultry products. 

7. The Secretary of Agriculture should utilize under Public Law 
480 the authority to increase sales of poultry products in foreign 
markets. 

Mr. Chairman, the poultrymen of New Hampshire need our help. 
In the past, Congress has not failed other small farmers and business- 
men. Let us not fail the poultrymen. 
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Mr. Brown. Thank you, Mr. Bass. We appreciate your views and 
suggestions. Now, without objection, the Chair would like to include 
in the record at this point a letter from Mr. Robert W. Scott, presi- 
dent of the United States Poultry and Egg Association. 


UNITED STATES Pouttry & EGG ASSOCIATION, 
Greensboro, N. C., May 15, 1957. 
Hon. CHARLES H. Brown, 
Chairman, Special Subcommittee on Food Industries, 
House Select Committee on Small Business, 
House Office Building, Washington, D.C. 

Mr. CHAIRMAN: I wish to thank and commend you and the other members of 
your committee for taking steps to help an industry in need. I wish to express 
the thanks of myself and other poultry and egg producers of our country for 
the opportunity to submit a statement for the record in your search for the 
causes and the steps toward a solution of problems confronted by the entire 
poultry industry. 

When business operates in the red, it means that they are not receiving prices 
for their products sufficient to cover the costs of production. In a free market, 
submarginal prices usually mean that supply is greater than demand. 

The depressing situation in the poultry industry today is the result of over- 
production. The results are felt not only by the producer of poultry products, 
but directly by related industries and indirectly by many other merchants and 
small-business men. Poultry farmers cannot buy from small merchants the 
things of life to which he has been accustomed because his marginal profit has 
been greatly reduced due to unstable production. 

Recently, broilers have been offered to the consumer in our area for 25 cents 
per pound. The average cost to produce a pound of broiler in our area is 18 
cents per pound. Yet the farmer price has consistently remained from 16 cents 
to 18 cents and sometimes 19 cents for the past 18 months. Such prices return 
the poultryman nothing on his investment. 

The average total of all costs in North Carolina in 1956 to produce a dozen 
eggs when all feed was purchased was 44.5 cents per dozen. Yet, prices since 
January of this year have ranged from 30 cents to 36 cents per dozen for grade 
A large eggs and this week the market has declined to 28 cents to 31 cents per 
dozen, which is the lowest price farmers have received since 1942. The cost of 
farming today is up almost 5 percent over a year ago. We are providing poultry 
meat and eggs to the consumer at a very low price in proportion to the cost of 
production. Indirectly, we are subsidizing the consumer, who is making higher 
wages than ever before. 

This situation reflects directly upon the economy of small merchants and 
businessmen in towns that are dependent to a great extent on what the farmer 
makes. 

An example may be drawn from the figures of the Chatham Bank, Siler City, 
N. ©., which is located in a large broiler-producing area. The deposits in this 
bank were off one-half millions dollars in June 1956, as compared with June 
1955. This situation is due wholly to the low prices broiler growers in the 
surrounding area have received for their products. 

Doctors in the area who have rural practices say that people who previously 
had always paid cash for medical services now are able to pay little, if any- 
thing at all. 

A hotel located in the largest broiler-producing area in our Nation recently 
has said that their business has been reduced 50 percent as a direct result of 
low broiler prices. 

Such examples may be found throughout the country. The farmer is the 
first to feel the pinch of low prices, followed closely by the small-business man. 

As a producer organization we are tremendously interested in the small pro- 
ducer who previously had done very well with a small margin for his product, but 
who now does not have sufficient return to enable him to purchase the things from 
the small merchant that he would like to have for his family, his home, and his 
farm. 

A number of giant feed concerns, whose main business is the production of 
human food, have expanded greatly in the production of poultry feeds to give 
added volume to their business. The tremendous credit enjoyed by these con- 
cerns enables them to give their contractors and subcontractors a line of credit 
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sufficient to place a large number of broilers, and to some extent commercial lay- 
ing flocks, on farms and flood the market. In spite of low prices received for 
broilers and eggs, this process is continuing. 

There are those who would advocate greater promotion programs and volun- 
tary controls. True, much can be done to improve the sale of our products and 
there are excellent organizations doing a fine job in this field. But, regardless 
of extensive promotion, the individual can and will consume only so much 
chicken and so many eggs. They become saturated with our products. The 
expansion in the industry is much more rapid than the increase in population 
or the increase in per capita consumption can absorb. 

The expansion of the industry needs to be controlled to keep supply in line 
with demand. Little reduction, if any, is needed in productive capacity if we 
can control expansion since through promotion and population increase, we can 
soon use up the small surplus we now have. 

Voluntary controls will not work. They have been tried and proven use- 
less. If 10 producers were to agree to cut back capacity 5 percent, 1 of the 
group would return home and increase his capacity 50 percent thinking that 
when the other 9 producers cut back, he would profit thereby. The expansion 
must be controlled, but it can be done only with Government supervision. 

The United States Poultry & Egg Association, an organization of poultry and 
egg producers, is presently drafting a plan to bring stability to the prices farmers 
receive through limiting expansion of the industry in its productive capacity. 
This would be accomplished through existing facilities within the United States 
Department of Agriculture. We do not ask for, nor do we want any part of, 
price supports or subsidies. We merely ask the Government to supervise the 
industry in its attempt to bring stability to its market, because the Government 
is the only instrument large enough to to see that the job is done fairly and 
effectively. 

If production can be kept in line with demand, the resulting higher prices will 
be reflected in a more prosperous economy for the small-business man and mer- 
chant. 

Thank you again, Mr. Chairman, for the opportunity to present this state- 
ment before the committee. 

Sincerely, 
Rosert W. Scort, President. 


Mr. Brown. The Chair asks unanimous consent to include at this 


point in the record a letter from Mr. W. P. Scott, president of 
Naremco, Inc., of Springfield, Mo. 


NATIONAL REMEDY PrRopwcts Co., 
Springfield, Mo., May 9, 1957. 
Hon. CHARLES H. Brown, 
Subcommittee on Food Industries of the House Select Committee on Small 
Business, Washington, D.C. 


DEAR CONGRESSMAN Brown: The American Hatchery News carries an an- 
nouncement in the May issue, just noted today, with reference to an inquiry 
headed by you and aimed at uncovering the ills of the poultry industry. 

There are many, but the most important must be considered; first, and before 
any of the others can be solved. The time has arrived for all of us who know 
anything about poultry to express our thoughts. 

Poultry, so far as I can learn, is the only major commodity which goes on the 
American dinner table completely ungraded at the point of sale. This contributes 
to two results. 

1. Volume production of second-grade and low-grade poultry which does 
nothing to improve poultry consumption. Chicken is chicken. If the buyer gets 
poor tasting, off-color meat, there is no awareness of the reason or of a possible 
remedy. They just don’t choose to buy poultry too often because what was once 
an American delicacy, preferred on the American table, more nutritious than 
most other meats, and often much lower in cost than any other, just isn’t selling 
in anything like the volume it should enjoy, and would enjoy if the product were 
properly graded so those who desire quality can be sure of getting it. 

2 In such a market situation, only those geared to high production and with 
unlimited resources can produce on the high volume low margin situation, which 
has developed. There is no incentive which will make specialists out of producers 
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because there is no adequate compensation for higher-grade poultry, nor an ade- 
quate penalty assessed on low-grade poultry. The large feed companies and 
dressing plants have financed the growing operation and are paying the grower 
a pittance of 5 cents per bird in nearly all cases today. That amount is guar- 
anteed the grower and any loss sustained through down-grading must be borne 
after all by the feed companies and the large processors. 

Any such trend has a tendency to grow. As the markets are gradually de- 
pressed by increasing production more and more growers become simply em- 
ployees of the large companies, rather than independent American producers who 
take pride in their abilities and can look forward to proper compensation for 
special effort, self-education, and initiative. This trend began about 10 years ago 
and since that time has steadily gained momentum. Most of those caught in the 
web of this trend detest it; even the large companies who now inadvertently con- 
trol the entire mechanism of production. They gradually increased financing 
in order to maintain their own volume. They have put too much money into it 
and they know it. Yet, if they stop, some other company takes over the facilities 
they have cornered and their sales volume is seriously reduced. 

Speeches have been delivered on the idiocy of the practices involved, rules have 
been passed from time to time by various large feed companies, but in the end, they 
bow to the inevitable and resume the same practices because they have no choice. 

In the earlier days of this industry, feed was sold. The quality of the feed 
product, the service rendered, and the prices involved, were considered by the 
grower. Good growers, those who produced high quality birds, were prized and 
favored because their operations were such they could pay their feed, chick and 
all other bills. Sure, they were financed by the large companies and many, many 
small feed companies that have now fallen by the wayside; but the loss, if any, 
was the grower’s and the gain, if any, was also the grower’s. If the birds brought 
15 cents per head, over production cost, the grower could bank that amount in his 
name. If they brought less than the cost of production, the grower was in debt, 
or had to dig up the difference. This made a difference to all involved. The bad 
grower who consistently lost money weeded himself out by pure economic proc- 
esses. Under our present unhealthy system, this bad grower stays, continues to 
add to the difficulty by flooding the markets with something less than choice birds, 
and adds to the woes of the entire industry. The process has gradually brought 
discouragement and careless production methods to hundreds of formerly efficient 
producers. The incentive has vanished. With that goes hope and eventually 
pride. 

What can be done? There are several ways something effective can be done 
and done promptly ! 

1. The present system of grading, where any is done at all, simply culls out 
the birds unfit for consumption. It does not put a Government stamp of Grade 
AA, Grade A, Grade B or Grade C on the product, which goes in the market 
counter. If the product is passed as even fit for human consumption, it is all 
lumped together at sale and all brings the same price. This is very foolish. 
Numerous marketing experiments have proven the American housewife will most 
often choose the better grades, if they are offered, at 10 to 15 cents per pound 
premium over ungraded, common-run product. In discussions with Govern- 
ment inspectors, I am told that if they graded out all of the products, which, 
though marketable, are still below a decent quality standard, they would break 
every plant involved and start a young war among poultry processors. 

Therefore, we should institute and enforce a grading system which will result 
in each bird being graded for quality as well as edibility ; a system which puts the 
product in the market counter plainly marked for what itis. This is the preferred 
plan for reasons shown below. 

2. An alternative: Outlaw all grower guaranties. Put feed and all other selling 
associated with the industry back on a customer choice basis, or open account 
system so that the bad will pay for their shortcomings and the good profit from 
their efforts. 

There is one hitch to the latter procedure. Growers throughout the country 
are now broke. They can get financing through the feed companies to continue 
operations, but now must compete with large “big company-owned production 
units.” The trend to development of such units may increase, if grower guaran- 
ties are eliminated. Therefore, this plan would have to be accompanied by 
some regulation of the number of birds or by housing capacity which could be 
owned or controlled in any way by any one large operator; corporation or jointly 
owned corporations. 
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The poultry industry is made up of thousands of little people, good sound 
Americans who vote, invest their savings in small farms, and contribute in 
every way to the overall welfare of this great country. Certainly we all owe 
them whatever untiring effort is required to stop the trend of enslavement which 
has enveloped them and which they do not know how to control. Even if 
guaranties are not outlawed, these producers would benefit through strict grad- 
ing practices because as individuals they can and will produce higher grade 
poultry than can be produced by larger units operated by hired personnel. Some 
system of extra remuneration would evolve because of the necessity of obtaining 
higher average grades at the dressing plant. 

I am in the poultry business and my own welfare is dependent on maintaining 
the good will of industry personnel. There are many who would severely 
criticize my opinions. Therefore, until you or someone else is interested in 
checking my contentions for their accuracy so the results can be used as public 
information rather than a personally expressed opinion, may I ask that the in- 
formation supplied be considered confidential? 

I am in position, however, to prove to any interested individual or com- 
mittee, the absolute truth of each and every condition described herein, and will 
gladly supply proof, demonstrate quality lacks and prove a generally existing 
subclinical disease level as partially responsible for the woes of the industry, all 
because the incentive necessary to correction of these ills has vanished. 

It is unfortunate indeed that competitive conditions make it necessary for an 
industry to look to Government for correction of its ills, but I am afraid the 
poultry industry has reached that point. Price supports would be terribly 
wrong. Poultry production, low quality and all, can be stepped up to a point 
which would place a severe burden on the American public, one which cannot 
be added to those now existing. 

An enforced grading system would effectively bring production down to a 
reasonable level because inefficient producers could not and*should not continue 
in operation. At the same time, the better acceptance of the product which 
would result from a measurably improved market quality would tend to stabilize 
markets and eventually result in higher, yet more profitable production poten- 
tials. Furthermore, everyone involved would be paying income taxes instead of 
writing off losses, a contribution to the welfare of the Nation as a whole rather 
than just to poultry and its servicing industries. 

Respectfully, 
W. P. Scort, President. 

Mr. Brown. Without objection, the Chair would like to include in 
the record at this point some very interesting comments on broiler 
production furnished to the committee by one of our colleagues, 
the Honorable Frank Coffin, of Maine, who has been present at nu- 
merous sessions of our hearings. Mr. Coffin has forwarded to the 
committee a statement and supporting statistics from the Independent 
Egg Producers Association. The Chair feels this information should 
be a part of the record. Unfortunately, the chart included herein 
cannot be printed, I understand; but it will be included in the com- 
mittee’s file. 

(The information follows :) 


STATEMENT OF THE INDEPENDENT EaG PRODUCERS’ ASSOCIATION 


The enclosed two pages on broiler prices show some of the problems that have 
arisen to plague the contract broiler grower. 

For a grower to make $63.54 a week for his labor under present profit-sharing 
plans, the necessary price would be 21.6 cents per pound. However, at the 1956 
average price of 19.3 cents per pound, the grower could make only $3.48 a week. 

We do not believe that a mere $3.50 a week is sufficient income for anyone. 

We then cannot agree with the views expressed by Assistant Secretary of 
Agriculture Earl L. Butz before the convention of the American Feed Manufac- 
turers’ Association in Chicago recently in which he cited the integration of the 
poultry industry as a model for industry generally. 
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| 
| Broiler mash Production Live per 
Year per 100 costs per pound 
pounds pound 
| Cents | cent Cents" 
1952 o si $5. 45 | 25. 6 27.3 
1953 : .| 5.19 24.1 26.1 
1954... 5.14 | 22,6 | 22.7 
1955 | 4. 65 20.9 | 25.7 
1956 4. 67 | 19.2 | 19.3 
' 1 
Broiler price statistics 
es se | au , 
Broiler price live at plant ! Broiler mash per 100 pounds 
SUT ROR i 2a 
1955 1956 1957 1955 1956 1957 
oad seid intpene lian , anaes 8 ; ‘i - iat 
Cents Cents | Cents 
January 28 | 19 | 18 | $4. 96 | $4. 42 $4. 63 
February 28 22 19 4.90 4. 42 | 4. 60 
March 31 22 | 19 | 4. 82 4.41 | 4. 57 
April 28 20 19 4.84 | 4. 67 | 4. 55 
May 27 20 4.75 | 4.75 oun 
June 28 19 4. 62 | 4.82 |- Gia 
July 28 21 4. 57 4.85 | oo 
August 28 | 18 | 4. 53 4.89 | ‘ 
September. 24 18 | 4.53 WWD Voreeoi-sause 
October 20 15 | 4. 48 O78 fas. .-diin ue 
Novembei 19 | 16 4. 38 4. 59 |------------ 
December 19 | 16 } 4. 40 4.52 |-- bdatienSde 
sii Sie dete tnin i Fis! aie, Side Dkcbieediins _—|—_—___— 
A verage 26 19 4. 65 4, 67 | 





1 Live price at plant figured at 6 cents below New York market for New York dressed birds. 


Mr. Brown. Now, without objection, the Chair would like to in- 
clude in the record at this point two reports on broiler production, 
prepared by the American Farm Bureau Federation. The first, en- 
titled “Should We Change Our Ideas About Poultry Financing?” 
by Kenneth Hood, assistant secretary, American Farm Bureau Fed- 
eration; and the second, “Integration in the Broiler Industry.” 

SHouLD We CHANGE Our IpEas ABout PouLtry FINANCING?’ 

There is no chapter in the history of American agriculture that is more 
dramatic than the one on the growth of the broiler industry. What other 
agricultural commodity has grown 5 times in the last 10 years, over 12 times 
in the last 15 and almost 30 times in the last 20? Egg production and turkeys, 
too, have joined the parade but not at the same dizzy pace. 

Increased broiler consumption has been associated with high prices for beef 
and pork, a shortage of red meats during the war, improvements in broiler pro- 
duction and marketing methods, special broijler-type chicks and feed formulas 
that have markedly increased feed conversion. Then, too, broilers have become 
more appealing to housewives. Better dressing methods have made them more 
attractive. The practice of eviscerating and cutting up birds has reduced kitchen 
labor that formerly was associated with fried chicken. 

We must recognize, too, that this big increase has occurred during a period of 
high prices and prosperity. Margins generally have been sufficient to maintain 
growers in production and to induce dealers to continue to finance producers’ 
operations. 

Now we are overexpanded. Production, except during short periods, has been 
outrunning demand. Prices are down while costs remain high. The industry 
is feeling the pinch and many marginal operators are being sorely hurt. 





1Presented at the Fact Finding Conference, Americin Institute of Poultry Industries, 
Kansas City, Mo., February 12, 1955. 
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A prominent farm economist from the South summed it up this way: 

“Now, a feeling of desperation has overtaken some of the fellows who have 
been operating on a rather casual basis during the rather long period of rising 
prices and rapid expansion in the broiler industry. 

“It’s only natural when an industry is in trouble to start looking around for 
someone to blame. It appears that the financers of poultry production, espe- 
cially those who finance broiler operations, are the ones who are getting the 
major share of criticism at the present moment. This criticism generally is 
confined to those who resort to unsound credit practices.” 

W. E. Glennon, speaking as president of the American Feed Manufacturers 
at the 58th National Credit Conference of Feed, Seed, and Agricultural Sup- 
plies in May 1954, expressed himself in terms that are frequently heard in 
poultry circles, when he said: 

“Undoubtedly, unsound credit practices have contributed to the extremely 
poor broiler market during the past 9 months. 

“The use of loose, unsound and reckless credit as bait to insure underfinanced 
and marginal growers has again reached alarming proportions—our own industry 
is subsidizing broiler and turkey production by making it possible for marginal, 
unqualified, and unreliable growers to continue in production.” 

The American Farm Bureau Federation, which I represent, has been con- 
cerned about the problem of poultry financing for several years. Recognizing the 
seriousness of the present situation, our National Poultry Advisory Committee 
recommended the following at its September 1954 meeting: 


“Proposal for Study of Poultry Producer Financing Contracts 


“Frequently, contractual agreements between producer and financing agency 
are more often in favor of the promoter than the producer. 

“We therefore recommend that the American Farm Bureau Federation seek 
to activate a study of the situation through land grant colleges, particularly in 
States where financing is in wide use. It may be advisable to urge the United 
States Department to make a similar study. 

“A necessary part of these investigations would be an analysis of contracts to 
determine good and bad features and the preparation of sample forms that 
would be equitable to all parties concerned.” 

In making this recommendation, we were aware that many excellent research 
projects on poultry financing had been completed and that a number of others 
were underway. But we wanted more emphasis on the analysis of contracts. 
We were especially anxious to have some good, workable sample contracts 
written, without any fine print, that producers could use with confidence. 


POULTRY CREDIT IS DIFFERENT 


I asked a rural banker from the South if he lent money to broiler producers. 
He said he didn’t unless the farmer had other sources of income on his farm. 
Then he told me that poultry credit was different from other agricultural credit. 
He pointed out among other things that poultry collateral is not considered as 
good as cattle or dairy collateral since an entire flock may be wiped out by 
disease and that this rarely happens with other types of livestock. Then he 
went on to say that poultry equipment deteriorates fast; that most poultry 
farms have a high proportion of investment in buildings; and that there are 
fewer alternative uses and fewer alternative buyers for a poultry farm than for 
a dairy farm or a cattle ranch, and still fewer for a commercial hatchery. 

This banker also pointed out the big risks involved in broiler production— 
disease, small profit per unit, violent price fluctuations, and the highly com- 
petitive nature of the business. 

Many other rural bankers pointed out these same differences between poultry 
credit and other forms of agricultural credit. 


MOST PRODUCERS USE CREDIT 


Ninety-eight percent of the broiler producers in Georgia and Mississippi, who 
were surveyed in the study entitled “Financing Production and Marketing of 
Broilers in the South” (Southern Co-operative Series Bulletin 38), used financing 
plans. The same study showed 96 percent in South Carolina and 94 percent in 
Virginia. 

It has been estimated that ‘at least 90 percent of the broiler production in 
Arkansas is financed. 
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A United States Department of Agriculture agricultural adjustment admin- 
istration study entitled “An Economic Survey of the Commercial Broiler Indus- 
try,” G 61, 1936, found that over two-thirds of the growers in Delaware used 
credit to buy feed during 1984-35. I have no later data for this area but it ap- 
pears that credit is as widely used there as in the other areas reported. 

Dr. C. K. Laurent of Alabama Polytechnic Institute, writing in the Broiler 
Grower, January 1955, said that over 90 percent of all the broilers being grown 
are financed by feed dealers. Additional credit from other sources would, no 
doubt, bring this estimate of Dr. Laurent’s up close to the figures shown in 
the southern study. 

WHO LENDS THE MONEY? 


Most of the information that is available on broiler financing concerns operat- 
ing capital. The three main sources of this type of credit are business establish- 
ments, commercial banks, and Government. 

Ninety percent or more of all broiler financing is done by commercial con- 
cerns. In some States, it is even higher. The southern broiler study, to which 
I have previously referred, points out that 76 to 98 percent of the commercial 
concerns financing broilers were in the feed business or a combination of the 
feed and hatchery business. A limited few were processors. A Virginia study 
showed that more than 95 percent of broiler production was financed by feed 
dealers. A South Carolina study (bulletin 415) showed that 96 percent of the 
operating capital used by broiler producers came from feed dealers. In Arkan- 
sas, it appears that a substantial part of the turkey industry is financed by feed 
dealers. 

A panel discussion on poultry credit was a feature of the agricultural credit 
meeting of the American Bankers Association in Memphis last fall. The chair- 
man of the panel, in reporting on the answers to a large number of letters which 
he had circulated in broiler producing areas, said, “They admitted that some- 
thing over 90 percent of the financing of the broiler industry has been done by 
feed manufacturers and their dealers as a means of selling feed.” 

Loans under the regular lending authority of the Farmers’ Home Adminis- 
tration are not made to farmers who are producing broilers only. There were 
187 broiler loans totaling $175,000 reported for the fiscal year of 1954. In 19538, 
loans aggregated $575,000. 

The Federal Housing Administration does not make direct loans but it does 
insure loans made by banks and other private lending institutions. Loans for 
agricultural purposes, class 2 b loans, can not involve a principal amount of 
more than $3,000 but there have been cases where one farmer got several of 
these $3,000 loans. 

The Veterans’ Administration does not make loans but it does insure loans 
made by private lending agencies, 


KIND OF CONTRACTS 


There were 17 distinet contractual arrangements in use in north Georgia when 
the study, reported in Bulletin 281, Marketing Georgia Broilers, was made. In 
addition, there were 23 contracts which were modifications of the 17 distinct 
types. A similar situation was found in other investigations. 

Obviously, it is impossible to describe and evaluate all the different types of 
contracts in use. In addition to cash, there are five types in general use: (1) 
open account (2) flat fee (3) share (4) feed conversion and (5) salary or labor 
contract. 

The study on Financing the Production and Marketing of Broilers in the South 
gives a brief description of these plans, 


(1) Open account 


The open account plan was the basic financing plan used in all States. A 
majority of dealers used this plan either with other plans or as the only plan 
offered growers. 

Characteristics: Contracts between the dealer and the grower may be writ- 
ten or oral. The dealer generally agrees to furnish feed, chicks, medicine, and 
other production supplies for which the grower has need. The grower furnishes 
house, equipment, labor, and often fuel and litter. The dealer often has title 
to the broilers, and the grower cannot sell or otherwise dispose of them with- 
out the consent of the dealer. Responsibility for marketing may be placed 
on the dealer, the grower, or both, depending upon individual arrangements. 
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When the broilers are sold, the dealer deducts the outstanding credit, and the 
grower receives the remainder. If the proceeds from the sale of broilers do 
not cover the cost of the items supplied by the dealer, the grower is liable for 
payment, and the dealer carries the deficit on his books until paid or written off. 

Commercial banks, as far as I have been able to find, extend relatively little 
production credit to broiler producers but they do lend extensively to feed manu- 
facturers and feed dealers who, in turn, finance individual producer operations. 

Commercial banks do not go as far as feed dealers and others in making broiler 
loans. Normally, these bank loans are limited to experienced operators with 
good collateral. Bankers usually link broiler loans with a particular batch or 
batches of birds in order to prevent operating loans from sliding into a perma- 
nent working capital loan position. 

There are several reasons why bank credit to broiler producers is limited. 
Broilers require less than 90 days from start to finish. At the usual rates of 
interest and handling charges, banks do not make enough to cover the cost of 
investigating the borrower, processing the loan and providing the producer the 
kind of supervision supplied by feed dealers and others. In addition, there is 
the matter of risk from disease and price changes which is not covered by the 
usual interest rates. 

Mortyn K. Zietz, writing in the Feed Age, October 1954, says, “Fully a third of 
all credit grants in the feed industry would fail to meet the reasonable prudent 
man’s theory.” Banks are not interested in this kind of credit. 

Georgia Bulletin 283 entitled “The Function of Feed-Dealer Suppliers in Mark- 
eting Georgia Broilers” says, “It appear that commercial banks have played a 
more important roles in the development of the area than is generally recog- 
nized.’ Here, as in other places, banks lend the money to those who lend the 
money to producers. 

Dealers, hatcherymen, and feed manufacturers usually have substantial net 
worths that can serve as a cushion between banks and the risks of broiler pro- 
duction. Moreover, the supervision given by feed dealers and others to growers 
they finance helps to reduce the risks of broiler production. 

One would gather from the heated discussions on the subject of government 
credit in the poultry business that this is a major source of poultry financing. 

The recent hearings on Price Spreads on Poultry and Eggs contain some in- 
teresting chapters on Government poultry credit. The Governor of the Farm 
Credit Administration, Mr. Tootell, testified at these hearings that less than 5 
percent of the total financing of the broiler industry came from his organization. 

The results of a special study of 21 production credit associations in the major 
broiler areas showed that on June 30, 1954, there were $1,043,000 outstanding 
in poultry loans. This amounted to 4.4 percent of the total production credit 
loans in the areas surveyed. Since many production loans were made on farms 
with a number of enterprises, it was difficult, if not impossible, at times to deter- 
mine with any degree of exactitude how much credit was for broilers and how 
much for something else. It appears from these data, however, that produc- 
tion credit associations are a minor factor in broiler financing. 

The general habit of writing off deficits may become a part of the unwritten 
but generally accepted open account plan in the minds of the growers and the 
community, and the arrangement is gradually transformed into a no-loss plan 
under the law of contracts. 


(2) Flat fee 

The flat fee plan is used to some extent in all of the broiler areas. It ranked 
along with the open account in Georgia as the most important financing plan. 
It was the second most important one used in Mississippi and South Carolina. 
However, of the dealers studied in Virginia, only one used the flat fee plan. 

Characteristics: Contracts may be written or oral, but are most often written. 
The dealer generally furnishes chicks, feed, medicine, and sometimes other sup- 
plies. The grower furnishes his labor, houses, equipment, and often fuel and 
litter. Title to the birds remains with the dealer. The dealer has considerable 
voice in management decisions, usually handles all sales, and arranges for the 
broilers to be hauled to the processing plant. The grower is paid on the basis of 
a flat fee per bird or per pound of broiler sold. The dealer absorbs all losses, 
and either retains all profits remaining after the grower has been paid, or splits 
the remainder in some manner with the grower. 


(3) Share 
The share plan is the principal financing plan used in Virginia, with a 75 25 
share plan predominating on the Eastern Shore and 90-10 share plan predomi- 
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nating in the Shenandoah Valley. In the first case, the grower receives 75 percent 
of the amount remaining after all items supplied by the dealer are paid for, while 
in the latter he receives 90 percent, 

Characteristics: This type of contract is generally written, although in some 
cases it may be oral. The dealer usually supplies chicks, feed, medicine, and 
often other items such as fuel and litter. The grower furnishes his labor, houses, 
and equipment. The dealer retains title to the broilers, has some voice in man- 
agement decisions, and usually arranges for the sale of the broilers. After the 
broilers are sold, the dealer is paid for the items supplied by him and the amount 
remaining is divided according to the previously agreed upon plan. The dealer 
is usually responsible for all losses, although in some cases losses may be divided. 


(4) Feed conversion 


The feed conversion plan has been developed primarily to introduce an incen- 
tive for the grower to do a good job of managing broiler production, It is de- 
signed to benefit those who keep mortality low and who obtain efficiencies in feed- 
ing throughout the growing period. Variations of this plan are in effect to some 
extent in all broiler areas. Dealers in Georgia made more widespread use of 
this plan than did those in other States. 

Characteristics: Contracts with growers are almost always written. The 
dealer retains title to the broilers and supplies chicks, feed, and sometimes medi- 
cine, fuel, and litter. The grower furnishes the labor, houses, equipment, and 
generally medicine, fuel, and litter. The dealer has a considerable voice in man- 
agement practices, and the grower agrees to care for the broilers until they are 
marketable. The dealer has the responsibility for marketing the broilers, and 
the grower is paid according to a fixed schedule based upon feed conversion 
(pounds of feed required to produce 1 pound of broiler, live weight). The 
dealer assumes all responsibility for losses. However, the grower may not get 
any return for his labor, use of houses and equipment, and other items supplied 
if he does an extremely poor job of management or if a serious disease strikes, 
especially during the latter part of the growing period. 


(5) Salary or labor contract 


The salary or labor contract plan is not in widespread use today. During 
World War II and for a few years thereafter, it was used to some degree. In 
the years when demand for broilers was very favorable, the salary plan was 
used as a type of guaranteed payment to growers who would not produce under 
other plans. 

Characteristics: Contracts with grower can be either written or oral. The 
dealer generally furnishes all items except labor, houses, equipment, and some- 
times litter, although in some cases he supplies all of these items, except labor. 
The dealer determines management practices and arranges for the sale of broil- 
ers. The grower is paid a fixed salary, usually based upon the number of broilers 
started. All losses are assumed by the dealer. 


CREDIT—-GOOD AND BAD 


Broiler financing has been a major factor in the rapid growth of the broiler 
industry. Many growers didn’t have the capital while others refused to take 
the risk. Many suppliers started to finance broiler growing in order to satisfy 
these needs. Others followed suit in order to meet competition. 

Don Paarlberg, Assistant to the Secretary of Agriculture, put it well when he 
told those attending the recent meeting of the American Poultry and Hatchery 
Federation, “Financing has been the spark plug, the catalyst, and an integral 
part of the decision-making process that has put broiler production on the track 
as an income source for a substantial number of people and food supplier for just 
about everybody.” 

Financing, too, has resulted in less flexibility in production. At one time, 
teachers of agricultural economics used the broiler industry as a classical exam- 
ple of one that adjusted production to market demands very quickly. Today, 
financing has become what some call the built-in feature of the industry. 
Emphasis is on continuous mass production in order to keep a fairly constant 
volume of chick and feed sales and a continuous supply of broilers for processing. 
Since many contracts guarantee a producer against loss, he is inclined to continue 
producing as long as his financiers are willing to furnish the feed and the chicks. 
Many of those engaged in financing broiler operations prefer to continue producing 
in order to average prices for the year. They don’t try to predict and make 
changes accordingly. 
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Many contracts have encouraged wasteful production practices and discour- 
aged quality production. Others have added to the cost of broiler production 
through high markups for chicks, feed and other items supplied. Some con- 
tracts put a premium on efficient performance and quality output but these are 
not widely used. 

It is impossible to discuss the pros and cons of various contract forms in the 
limited time available, but we can conclude: 

1. Credit practices, which guarantee producers against loss and which en- 
courage overproduction, obviously are unsound. 

2. Plans, such as the flat fee or salary plan, where returns to the grower are 
not related to the cost of production or management efficiency, cannot be expected 
to encourage growers to be efficient. These no-loss contracts usually end up 
with an unsatisfactory feed conversion ratio and a poor bird to sell at high cost. 

3. Open-account, feed-conversion, and cash plans are affected by the cost of 
feed, chicks, labor, and other items, the feed conversion ratio and the price of 
broilers. These plans encourage good management and quality production. 
They also give the grower more freedom in the operation of his enterprise. 


SHOULD WE CHANGE OUR IDEAS ABOUT FINANCING? 


Since broiler production involves a great deal of risk and a large amount of 
capital, it appears that considerable financing is going to continue to be necessary 
in the future. We may not change all our ideas about financing, but I am sure 
we are going to shift our emphasis. It appears to me that a consideration of 
the following points may help us decide what changes should be made in broiler 
and other poultry financing in the future. 

1. Emphasize cash plans first. The efficient producer should try to operate on 
a cash basis, or use his collateral to borrow from the bank at 6 percent. The 
studies analyzed showed that cash producers paid from one-half to 2 cents less 
per chick and $1 to $3 less per ton of feed than those who used other plans. 

Little savings, during these times of close margins, can be the difference be- 
tween profit and loss. Remember, a difference of 10 cents in the price charged 
for a bag of feed usually means about three-tenths of a cent a pound in the cost 
of production, or about $25 on a brood of 3,000 broilers. Cash producers made 
more money than all others, especially where their efficiency was high and the 
market was good. 

Everyone is in the business to make money. If a grower can make it for 
someone else, he can make it for himself. 

2. Use more bank credit. J. D. Sykes, vice president of Ralston Purina Co., 
writes in the Broiler World, May 1954, “An arrangement which involves producer, 
feed dealer, and banker is proving most desirable.” 

If growers are to assume all the risk, can they get all the credit that is needed? 
Since banks and production credit associations probably will continue to finance 
relatively few growers, as their loans must be confined to those not only able to 
absorb, but willing to assume the losses that often result from broiler operations, 
it is necessary to look beyond these sources of credit. 

3. Improve dealer credit. One feed official stated it pointedly when he said, 
“Tf we are going to be bankers, we had better start acting like bankers.” 

The suppliers need a practical code of ethics and then they need to follow it 
religiously. The feed industry must decide to sell feed instead of loose credit. 
The success of this voluntary, educational program will depend upon what top 
management decides. 

4. When financing is necessary, provide arrangements which give incentives 
to growers to improve their efficiency by stressing the level of mortality, daily 
rate of gain, feed conversion and quality of birds produced. 

5. Improve market information and encourage producers, suppliers and others 
to use this information in making their production and marketing plans. 

6. Encourage the preparation of different contract forms that producers can 
use with confidence. This could be a joint project of the farm management and 
poultry people in the land grant colleges. 


THERE IS HOPE 


Increasing population, improved feeds, better management and more efficient 
marketing and distribution all favor the future growth of the poultry industry. 
These favorable factors could easily be overcome by a continuation of unsound 
financing in the broiler and turkey industries and by a further extension of these 
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undesirable methods, which has already begun in some areas where “cage lay- 
ing’ is practiced, to egg production enterprises. 

There is a future but it must be more orderly. It must be based on sound 
financing, careful planning and balancing of supply and demand through prices 
in the market place. 


INTEGRATION IN THE BROILER INDUSTRY 


“Integration” is a term with various meanings. As used in this report, by 
broad definition, integration is a process of centralizing management over several 
units of business to streamline that business for maximum efficiency and profit. 

The current controversy centered on this trend is pinpointed by the rapid 
developments which have occurred in the broiler business. A combination of 
several factors, including general economic influences; applied research develop- 
ments in broiler breeding, feeding, and liveability ; marketing advancements ; and 
. public acceptance of a quality product; along with professional management and 
financing, have induced changes in an agricultural enterprise with no equal 
in this generation. During the past 10 years, broiler production has increased 
200 percent, while prices have dropped nearly 25 percent. The significance of 
each factor on the present broiler situation is difficult, if not impossible, to deter- 
mine. With this limitation in mind, this report attempts to objectively char- 
acterize the developments and trends in the broiler industry which relate to 
integration. 

The rapid changes in the broiler business are being closely scrutinized for pos- 
sible adaptation to other agricultural enterprises. Consequently, a series of 
questions have been raised regarding the significance of this evolutionary trend 
on our total national economy and agriculture. Several of these questions in- 
clude: 

1. Is integration in the best long-range interests of our total national economy 
and the farmer? 

2. Is integration increasing production? 

3. Is integration responsible for the current broiler prices? 

4. Is the independent grower subjected to processing and marketing pressures 
resulting from integration? 

5. In long-range planning, what can farmers expect for a net income with and 
without integration? 

6. Can the broiler industry meet competition with or without integration? 

7. Will integration have any significant effect on the basic attitude of farmers 
towards the free enterprise system? 


SCOPE OF THE BROILER INDUSTRY 


In 1954, 50,094 farms in the United States produced 796,207,023 broilers valued 
at $558,452,858. In 1955, the United States farm cash receipts from broilers 
marketed accounted for 2.85 percent of the total cash farm income, and 26.2 
percent of all poultry and egg income. Georgia is the leading State in the number 
of broilers sold, with Arkansas, Delaware, and Texas ranking 2, 3, and 4, respec- 
tively. (See chart, “Broilers Sold—by Divisions and States, 1954.’’) 

There has been a tremendous expansion in the broiler industry (United States) 
in the 10-year period 1945-55. Commercial broiler production increased by over 
2.2 billion pounds liveweight, or the equivalent of 198.9 percent during this same 
period. The rate of change by States shows a marked variation. The production 
in Maine increased over 2,000 percent, whereas Delaware, with a significant pro- 
duction, showed no increase. (See chart, “Commercial Broiler Production.” ) 

The relative growth of the broiler industry, compared to the other major farm 
commodity groups, has been trmendous. United States Department of Agricul- 
ture marketing report (by index numbers) does not separate broilers from 
“noultry and eggs’ marketed ; however, there is sufficient data available to indi- 
cate that if broiler indexes were available, the pattern shown on the chart 
would be sharply accentuated rather than reduced. (See chart “Index of Market- 
ings by Volume in Livestock and Products.”) The average annual marketing in- 
dex inerease since 1940 has been 2 points for dairy products, 3 points for meat 
animals, and over 5 points for poultry and eggs. 

Of the total broilers sold in the United States in 1954, slightly less than one- 
half (48 percent) were raised on farms selling 8,000 to 39,999 birds ; 43.9 percent 
on farms with less than 8,000 sold; and 8.1 percent on farms selling 40,000 or 
more. (See chart “Broilers Sold—by Divisions and States, 1954.’’) 
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1955 cash receipts 
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1955 cash receipts from farm marketings, United States_.____- $29, 263, 899 I i a 
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1 Preliminary estimates as of Jan. 1, 1957. 
TYPES OF INTEGRATION 


Defining “integration” in accordance with the popular concept indicates two 
distinct types, horizontal and vertical. 

Horizontal integration was defined by Dr. C. K. Laurent, of the University of 
Georgia, as “the spreading out of a similar business over a wider geographic 
area.” A prime example of this type of organized business is the supermarket 
chain. Several of the chains are broadening their operations to include large 
regions, or the entire United States. 

Vertical integration is the type normally referred to in the broiler industry. 
In this type of integration, a working business relationship is formed between 
two or more of the phases in broiler production including the breeder, flock owner, 
hatchery man, broiler grower, feed manufacturer, feed dealer, dressing plant, and 
the retail outlet. Dr. Laurent defined vertical integration as “stacking one phase 
on top of another.” 

There are two basic types of vertical integration, with numerous combinations 
and degrees of development. Management control is the distinguishing char- 
acteristic. On the one hand, one management is in control of the total integrated 
production-marketing operation, or which may be called a one-manager flock-to- 
market operation. This type of operation is known to poultrymen as corporate 
integration. 

On the other hand, there are those broiler operations voluntarily coordinated 
with ownership and management remaining independent in each phase of the 
operation. This type of integration involves written or oral contracts between 
the producer, processor, or other units without a positive centralized control by 
any one owner or manager. In some areas this form is known as cooperative 
integration ; in others as the noncorporate integration. 

There are various combinations of the independent, cooperative, and corporate 
type business structures in broiler production. As an example, the breeding flock 
owner usually is independent; the hatchery and the grower are under contract 
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to the feed dealer; while the processing plant and the retail outlets may or may 
not be under contract with outside management control. The rapidly moving 
developments in broilers make the forecast of trends hazardous; however, recent 
history indicates an evolutionary trend commencing with independent production 
in new areas followed by cooperative developments between the growing independ- 
ents, with subsequent complete corporate integration. 


EXTENT OF INTEGRATION 


Because broiler integration is a very fluid economic process that is taking shape 
in varying forms and degrees within various areas, any current figures are 
largely estimates based on the experiences of people closely associated with the 
industry, plus limited documented reports. Dr. Ewell Paul Roy, of Louisiana 
State University, reported in his doctoral thesis, August 1955, the data in the 
following table. 

This study shows that 99 percent of the broilers are grown in Georgia in an 
integration pattern, of which 80 percent are grown under arrangements of com- 
plete integration through profit-type (corporate integrated) firms. In the other 
four States studied, the percent of production within an integration pattern varied 
from 90 to 98 percent. 


Estimated percentage of feed dealers vertically integrated from feed and baby 
chicks to the retail outlet for dressed-drawn birds, 4 Southern States* 
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1 Southern Poultry Marketing Research Technical Committee. 


Estimated percentage of broilers grown under different patterns, of vertical 
integration at the grower level, 5 Southern States * 
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Integration pattern Georgia Louisiana Mississtppi| South Virginia 
| Carolina 

sk ethan Seb i 
Complete integration (profit-type) _-- | 80 32 46 | 47 67 
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Data adapted from information assembled by the Southern Poultry Marketing Research Technical 
ymmittee. 


Paul Roy and Dudley Frickie of Louisiana State University made the follow- 

ng report in their published article, How Far Has Integration Gone?:’ 

“A survey of the extent of each integration pattern in 5 broiler growing 
areas shows that, in Georgia, about 80 percent of the broilers are grown under 
arrangements of complete integration through profit-type firms. 

“Virginia ranks next with about two-thirds of its broilers grown under this 
pattern, while both Mississippi and South Carolina report slightly less than 
50 percent grown under arrangements where the grower is primarily a hired 
laborer in the enterprise. 





1 Article appeared in Broiler Growing, March 1957. 
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“Louisiana, a relatively new broiler State, showed considerably less complete 
integration through private dealers, thus supporting the theory that broiler fin- 
ance plans undergo ‘evolution.’ 

“Keonomic integration in growing through farmer cooperatives showed greater 
strength in Virginia and Louisiana, and less in Georgia, Mississippi, and South 
Carolina. Arkansas and Washington are other areas in which broiler coopera- 
tives are significant. This pattern of integration best fits the grower interested 
in staying independent. 

“Quasi-integration, or where the grower obtains credit but retains control of 
his business, is much more prevalent in Mississippi, South Carolina, and Loui- 
siana than in Georgia and Virginia. However, even in the first three States 
named, quasi-integration is being replaced by complete integration through 
dealers. Georgia and Virginia experienced their declines in quasi-integration 
several years ago. 

“Nonintegration was not too important anywhere except in South Carolina 
and Louisiana in the area studied. This plan is more common in areas close to 
consuming centers where the grower may sell directly to consumers but is non- 
integrated in buying feed, chicks, and supplies. 

“Considerable interest is shown in the role which feed dealers have in inte- 
gration. Feed dealers in Mississippi were more active in growing broilers them- 
selves than dealers in Georgia, Virginia, and South Carolina. For example, 
dealers in Georgia were paying farmers to grow broilers for them, thereby main- 
taining a market for their feed. Dealers in South Carolina and Georgia were 
more active in hatching operations, feed milling and processing, than were those 
in Virginia and Mississippi. 


“Few Control Entire Cycle 


“No dealer surveyed reported complete vertical integration of hatching, feed 
inilling, growing, processing, and selling dressed birds at the retail level. Georgia 
dealers showed more integration, with 4 units integrated or combined into 1 
dealer operation. 

“At the three-unit combination, integration was about the same in Georgia, 
South Carolina, and Mississippi, but weaker in Virginia. The same held true 
for two-unit combinations. For one-or-more unit integration, Georgia and Mis- 
sissippi appeared stronger than the other States, with Georgia ahead, while 
South Carolina and Virginia showed less total integration by feed dealers.” 


EFFECT OF INTEGRATION ON PRODUCERS 


The importance of each factor listed below is largely determined by the type 
of contract in effect. 
Positive effects 

1. Producer does not assume a great financial risk. His possible cash loss 
is negligible. Losses due to fluctuating prices, disease, etc. are largely absorbed 
by the contractor. In corporate integration, the contract producer’s greatest 
investment is his labor. The dollar costs of capitalizing and maintaining land, 
buildings, and equipment are relatively small compared to the operating invest- 
ment in chicks, feed, litter, etc.; consequently, the broiler grower’s need for 
production capital is minimized. 

2. Producer’s predetermined income is largely established by contract. 

8. Producer responsibility is minimized. The broiler grower has fewer deci- 
sions to make. 

4. Producer has minimum problem buying the chicks. 

5. Contracting makes a better grower of the inexperienced man. Professional 
advice by experienced fieldmen, plus their close supervision, minimizes feed, 
health, and marketing problems for the grower. 

6. Marketing problems of the grower are minimized. 


- 


7. The contractor has an increased financial interest in the grower’s success. 
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Negative effects 

1. Producer’s cash profit is limited by contract. 

2. Integration stifles mobility of operations. The broiler grower may not be 
in a position to expand, restrict, or time his operations in accordance with the 
economic forecast. 

3. Contracts provide little incentive for maximum producer efficiency unless 
incentive clauses are written into the contract. 

4. Experienced top-notch growers will not be the primary benefactors of their 
natural advantage. 

5. Feed and chick costs may be substantially higher. 


Factors regarding independent operator production 


1. Independent operations are conducive to better leadership and greater pos- 
sible profit or loss; however, lack of production coordination by independents 
breaks the smooth-flowing liaison between the grower-processor-retailer. Subse- 
quent slow-downs and jam-ups create additional expenses and marketing 
problems. 

2. The breeder program has not been successfully integrated. A highly suc- 
cessful breeder and authority recently made the statement, ‘““‘There have been no 
successful developmental programs tied solely to an integrated operation.” 


REPORT ON RELATIVE EFFICIENCY OF BROILER PRODUCTION UNDER INTEGRATED OR 
“CONTRACT” AGAINST INDEPENDENT SYSTEM 


Dr. Richard Saunders, poultry economist, University of Maine, studied the twu 
systems of broiler production in Maine, which he subsequently reported in tech- 
nical publications, and an article written for and published in Eastern Breeder 
and Broiler Grower, volume 19, No. 4, August 1956. Excerpts from this article 
follow: 

“The University of Maine Agricultural Experiment Station has recently made 
a study of the two systems of broiler production. The study involved personal 
interviews with 88 Maine broiler growers, both independent and contract grow- 
ers selected at random. The period covered in the study was July 1, 1954, to 
June 30, 1955, and involved some 8038 individual lots of broilers ranging in size 
from 3,000 to 30,000 birds per lot. 

“In Maine, broilers are produced under both systems, although contract grow- 
ers far outnumber independent growers. Contract broiler production as it oper- 
ates in Maine is under the sponsorship of the processing plants. The basic produc- 
tion unit is the so-called family farm with the grower carrying out the growing 
program under the supervision of the processor. The contract grower owns and 
furnishes the buildings, equipment, and labor for which he generally received a 
payment from the processors amounting to 1 cent a bird a week. The processor 
purchases and retains ownership of the chicks throughout the growing period 
and also buys the feed, fuel, litter, and medicine. The processor determines the 
number of birds to be started on each farm (usually on the basis of 1 square foot 
per bird), the time of starting each lot, the breed and sex of the birds, the feed 
used and the age and weight at which the birds will be marketed. Under the 
independent system the grower in addition to owning the buildings and equip- 
ment, purchases the chicks, feed, and supplies, makes all the management deci- 
sions and sells his birds to a processor. 


“Efficiency 


“The findings from the Maine study showed that broilers produced on a con- 
tract basis under direct supervision of the processor generally are of superior, 
more uniform quality and are produced at slightly lower cost than broilers raised 
on an independent basis. The table below compares the relative efficiency of the 
two systems of broiler production with regard to various production factors. 
One of the alleged weaknesses of the contract system has been that the system 
provides little incentive for the grower to do a good job in caring for the birds. 
This weakness has evidently been overcome to a considerable extent in Maine 
through the application of good management and close supervision on the part 
of processors, and by offering the contract grower a bonus payment for lots of 
broilers produced at below average cost. 
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Comparative efficiency of 2 systems of broiler growing, Maine, 1955 








System 

Item Le shia cnesist iii tiaiesattins 

Contract | Independent 

I bared came ies eet sii bbuih—senid~ 9c ss ecpelwidsas ddaslidl 58 30 
ETE BS enc ninnin a nawcncane ens ot pane i ; Sate 204 | 99 
Number started per lot..................--.... = ala 7 ; 12, 992 | 12, 376 
NON os eens MLAS Lo dansk HERAT G 3.8 | 3.8 
a SS mae gacees deh, ERAS RE 77 | 7 
Weight at sale (pounds) - _-___.......-..-_-_..-........ aS . PE 3.6 | 3.4 
Feed conversion (pounds of feed per pound of meat). .._............__-- .| 2.9 3.0 
Feed cost per pound of meat (cents). _..._..._.__..-._______- ca 14.8 | 15, 2 
Total cost of production per pound (cents).......__- = ces 22.1 | 23.7 





“Returns 


“Which system of broiler production returns the most money to the grower? 
The answer to this question depends of course on the level of broiler prices, and 
on the cost of producing broilers. As previously noted, the Maine contract 
grower received a return amounting to 1 cent a bird a week for his labor, capital, 
and use of his building and equipment. This payment remains constant regard- 
less of fluctuations in broiler prices over the short run. An independent grower's 
return, on the other hand, depends on the price he received for his broilers and 
his cost of production. The chart below compares the returns to the grower under 
the two systems of broiler production at different levels of broiler prices. Under 
typical conditions which existed on Maine broiler farms during the period studied, 
a grower is definitely better off to be on a contract which will give him approxi- 
mately 1 cent a bird a week when the farm price of broilers is 22 cents a pound 
or under. At 23 cents a pound there is little difference one way or another. 
When the price is above 23 cents there is an advantage is being an independent 
grower. A variation in feed prices from the average of $4.98 a bag which 
prevailed during the period studied or a change in the mortality rate would make 
a big difference. 

“* * * During the 5 year period, 1951 to 1955, broiler prices in Maine averaged 
25.4 cents a pound on the farm. From 1951 through June 1953 they scarcely 
dropped under 25 cents a pound on the farm. Then came the disastrous year of 
1954 with its 22 cent average and some prices under 20 cents. Then prices re- 
bounded in 1955 with the most prosperous times the industry has ever seen. At 
this time there was considerable interest on the part of contract broiler growers in 
Maine in becoming independent and some did make the shift. The current year 
is starting out very much like 1954 and now the movement is back to contract 
growing where someone else takes the financial risk. It should be noted, too. 
that over the years the trend in both broiler prices and production costs has 
been downward. All indications at the present time point to a continuance of this 
downward trend in prices and in costs.” 
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Grower’s return per bird per week for labor, capital, and use of buildings and 
equipment 


(12,191 bird capacity, 10.9 weeks, 3.5 pounds, 2.99 feed conversion, 3.8 percent 
mortality ) 


Feed price—$4.98 per 100 pounds 
3¢ 





Contract grower 


18¢ 20¢ 22¢ 2h¢ 26¢ 28¢ 


Farm price of broilers (cents per pound) 


EFFECT OF INTEGRATION ON MANAGEMENT 


1. Management capital investment is large. It has been estimated that it takes 
a $2 million investment to produce 100,000 broilers weekly. 

2. Management has difficulties in finding competent trained personnel; a higher 
level of skilled business management is required. 

3. Administrative cost is increased by integration. 

4. Bach operation must produce net profit because margins of other operations 
are not sufficient to absorb losses. In other words, each unit must be financially 
solvent ; however, financial mobility is possible in integration. Diversity in busi- 
ness or industry provides a buffer against periodic low ebbs in the income cycle for 
any one operating unit. Diversity with financial mobility provides an income 
stability not possible in a highly specialized single operation business. 

5. Integration stifles mobility of operations. 

6. All segments of the poultry business are dependent on each other inasmuch 
as the whole industry can remain no stronger than the weakest link. 

7. Integration may weaken individual segments through lack of competitive 
pressure. 

8. Greater overall efficiency is possible. 

9. All phases of integrated operation must work at same level of production. 
Processing plant efficiency is keyed to a specific volume, which factor induces in- 
creased production and subsequently lowered prices. 

10. Integration aims at lowest possible production costs: 1 cent less feed cost/ 
per pound of meat; % cent less chick cost; 1 cent less other production costs; and 
cent less processing costs. 


EFFECT OF INTEGRATION ON MARKETING 


. Hatcheryman has his chicks sold before the eggs are set. 
. Broiler hatcheries cut sales cost through contracts. 
. Broiler hatcheries minimize production fluctuations. 


One 
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4. Processor procurement problem is minimized and stabilized. 

5. Speeded-up processing lines. First to use feed conversion contracts. 

Feed conversion contracts pay the top-notch producer a premium for his 
superior management ability based on feeding efficiency results. 

6. Lower processing costs result from full capacity, full-time operations. 

7. Quality of broilers is improved. Concentrated efforts to improve quality 
through breeding, feeding, and management has produced limited success with 
the ultimate yet to come. 

8. Processors either independently or cooperatively can supply a uniform pack 
in volume, thereby contributing to expanded broiler sales. This factor has au 
important bearing on chain store sales. 

9. Steady output for feed operation. 

10. Volume of broilers marketed is increased. 

The combination of the two factors, protit with readily available credit, pro- 
vides the incentive for new or additional risks. The effect of financing on broiler 
production is reported in the Southern Cooperative Series Bulletin 44, Financing 
Broiler Production: 

“Most of the broilers produced in the South are grown under arrangements 
in which suppliers share risks of the enterprise with growers. These arrange 
ments have contributed to the rapid expansion of the broiler industry. They 
have drawn into the industry many growers who would be unwilling to accept 
all risks of broiler production and probably others who could not qualify for 
enough credit to produce broilers on their own account. 

“The suggestion that growers should accept more, or all, of the responsibility 
for their operations must be viewed against this background. If growers at- 
tempted to assume full responsibility, it is probable that many could not qualify 
for sufficient credit to maintain their present scale of production. And if sup- 
pliers tried to force such a change, many growers might withdraw from the 
industry or reduce production because of their unwillingness to assume more 
of the risks. Either development would tend to reduce production of broilers 
and sales of chicks and other broiler supplies. This would provide suppliers 
with strong inducement to continue, or to resume, offering contracts like those 
presently offered, which are designed to maintain or increase their sales of 
broiler supplies. 

“For these reasons, it is unlikely that major changes will be made in methods 
of financing the bro’ler industry so long as risks of the enterprise remain high. 
Banks and production credit associations will probably continue to finance relu- 
tively few growers, because their loans must be confined to those who are not 
only able to absorb, but are willing to assume, the losses that often result from 
broiler operations. They probably would finance many more growers than they 
do if more growers desired to produce broilers exclusively on their own account. 
But as long as so many growers prefer to have suppliers share or absorb the risks 
of broiler production, suppliers probably will remain the principal borrowers 
from lending institutions for broiler production.” 

The United States Department of Agriculture report, Financing Production 
and Marketing of Broilers in the South, Part 1, Southern Cooperative Series Bul- 
letin 38, June 1954, made a comprehensive report on the financing of broilers in 
the 10 Southeastern States. The conclusions drawn in this report follow: 

“Broiler production has increased greatly in the South in recent years. Some 
of the factors associated with this growth are: (1) A favorable demand situa- 
tion; (2) an area having a large number of farmers with limited alternative 
uses of land and labor; (3) a willingness on the part of feed dealers, hatchery- 
men, banks, and others to supply the capital necessary for large-scale broiler 
production ; and (4) improvements in the technology of production and marketing 
that reduced costs to the consumer. 

“To promote broiler production on a large scale, dealers found it necessary to 
extend credit to cover most of the cash costs of broiler production. To reduce 
or cover the risk involved, dealers devised a number of financing plans of which 
the open account, flat fee, shares, feed conversion, and salary or labor contract 
are the most important. 

“The above plans were designed to fit different situations, and, as such, differ 
in their effects on both dealers and growers. The open-account plan places 
considerable risk upon the grower, while placing very little on the dealer. The 
flat-fee plan, on the other hand, places little risk on the grower, but considerable 
risk on the dealer. In general, growers operating on open account, share, and 
flat-fee plans with profit-sharing features are in a good position to profit if 
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market prices are favorable; those on open account and share plans risk getting 
little or no returns, or, in the case of the open account, of going into debt if 
prices are unfavorable. Growers using flat fee, feed conversion, and salary 
plans receive a return regardless of the market price of broilers, cost of feed, 
chicks, and other items. Dealers using salary, flat fee (without sharing profits), 
and feed conversion plans are in the best position to profit from favorable market 
prices ; they are also in the most vulnerable position in case of low market prices. 
Dealers operating open account plans are least affected by low market prices, 
and do not profit directly from favorable prices. Next to dealers using open 
account plans, those operating on share plans are least affected by low market 
prices, and receive only a small proportion of the benefits from high market 
prices, 

“The broiler industry will continue to grow as long as the average market price 
of broilers covers cash and non-cash costs of both dealers and growers. These 
costs, on the average, have been covered in the past and account for the con- 
tinued growth of the industry. However, considerable variability exists among 
growers in their ability to produce broilers. Individual dealers must adjust their 
financing plan to take into account this variability, or strive to reduce variability. 
Most dealers have approached the problem from both directions. They have 
introduced financing plans that cover or reduce risk, and they have assisted 
growers in their operations in an attempt to improve the production of broilers 
and thereby reduce variability. 

“Several factors introduce instability into the broiler industry. One is the 
natural tendency on the part of growers and dealers to cease production when 
they receive little or no return from growing broilers and to expand production 
when prices are favorable. Past experience has shown that this causes wide 
fluctuations in production. Another factor, one which seems almost enigmatic, is 
the tendency for dealers to guarantee the grower a return in order to keep him 
producing at a constant rate. During prolonged low-price periods, some dealers 
may find themselves in serious financial straits and must either go out of business 
or greatly restrict the production of broilers. If a large number of dealers are 
guaranteeing the grower a return, the cumulative effect of their distress during 
low-price periods seriously affects the stability of the industry. Financing plans 
that would allow both the dealer and the grower to recover cash costs and that 
would not guarantee the grower’s noncash costs ahead of the dealer’s cash costs, 
would probably result in a more stable situation than where the grower’s non- 
cash costs are guaranteed. Where both dealers and growers could recover cash 
costs, many growers would continue to grow broilers in the short run and thus 
reduce wide fluctuations in number of broilers produced. 

“This study shows that dealers exercise considerable control in the production 
and marketing of broilers. In many cases, this has resulted in improving produc- 
tion and marketing practices. However, a review of the various financing plans 
shows that under some plans the grower merely becomes a laborer, with very 
little voice in production and marketing. Experience has shown that the more 
responsibility a grower assumes, the more efficient is his operation. Of course, 
this is not true for all growers, but the general relationship holds. The growth of 
the broiler industry in any area depends a great deal upon how efficiently broilers 
are being produced in the area. Dealers may need to make some decisions regard- 
ing the placement of chicks, production practices, and marketing functions, but 
should always strive to turn over to the grower as many of these decisions as pos- 
sible. They should also make incentives sufficiently attractive to promote effi- 
ciencies in every phase of the operation handled by the grower. There is con- 
siderable evidence that some dealers are recognizing this fact and are introducing 
financing plans with incentives based upon such factors as feed conversion. Other 
dealers are becoming more selective in choosing growers and are striving to im- 
prove the efficiencies of their own and their growers’ operations. For continued 
growth, dealers should always be careful not to place themselves in the position 
of financing inefficiencies in production. 

“As new broiler areas develop, growers in these areas profit from the experience 
gained in older areas. In many instances, broilers are produced more efficiently 
in newer areas because these areas have adopted the better practices of a number 
of older areas. The fact that new areas are able to develop and, in many cases 
take over markets once held by older established areas, should serve as a warning 
to the older areas to discard inefficient and hazardous practices in financing, grow- 
ing, and marketing broilers, and to adopt practices that promote and pay for 
efficiency. If this is not done, older established broiler areas may find themselves 
at a competitive disadvantage and may decline in relative importance.” 
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GUIDEPOSTS IN MAKING BROILER CONTRACTS 


The American Farm Bureau Federation has available a sample form of 
broiler contract, which may be adapted to local production and marketing con- 
ditions. Copies of this contract form are available on request. 

Contracts should— 


1 (a) Be written and each party should get a copy. 

2 (b) State items to be supplied by each party. 

3 (c) State who will market the broilers and under what circumstances 
marketing may be delayed beyond the normal time. 

4 (d) Make provision for the production program (number of square 
mar broiler, number and type of feeders and waterers, feeding program, 
etc.). 

5 (e) Provide for the incurring of additional expenses, but state how 
they will be paid and the limit to such expenses. 

6 (f) Provide for arbitration of disputes. 

7 (g) State how receipts will be divided. 

8 (h) Provide for payment to grower for hauling feed and broilers, along 
with a statement as to shrinkage adjustment if broilers are weighed at the 
processing plant. 

9. State recourse each party has in case of default by the other party. 


Mr. Broiler Grower, does your broiler contract— 


1. State clearly the items to be supplied by both you and the supplier? 

2. State who will be responsible for marketing broilers, and if it is the 
supplier, do you have any say? 

8. Make provision for a serviceman to help you with production and 
marketing problems? 

4. State clearly how receipts will be divided, and what basis the supplier 
will use in charging for items supplied? 

5. Provide for payment to you for hauling feed to your farm or broilers 
to the processing plant? 

6. Provide for arbitration of disputes that may arise between you and the 
supplier? 

7. State recourse you have in case the dealer defaults on any part of the 
contract? 


SOURCES OF FINANCES (GOVERNMENT AGENCIES ) 


The Farmers’ Home Administration 

The Farmers’ Home Administration is the agency of the Department of Agri- 
culture that is authorized to make loans to farmers and stockmen for real estate 
and operating purposes. The primary purpose of the regular lending activities 
of the Farmers Home Administration which are authorized by the Bankhead- 
Jones Farm Tenant Act, as amended, is to assist family-type farmers to make the 
needed changes and improvements in their farming operations so that they may 
become successfully established in the farming business. Loans are available 
only to those individuals whose normal means of livelihood is farming and who 
are unable to obtain needed credit from private and cooperative sources in 
the area. 

Loans made by the Farmers’ Home Administration generally are made to 
farmers who are carrying on farming operations with more than one income- 
producing enterprise. The enterprises to be carried out depend on the circum- 
stances in the individual case, such as the desire and experience of the applicant 
and whether the enterprise has proven successful in the area in which the appli- 
eant proposes to farm. With respect to the production of broilers, turkeys and 
other meat birds, this agency has, during the past several years, followed the 
policy of financing such enterprises only when the enterprise is an incidental 
part of the appicant’s total farming operations. For example, when a farmer 
needs a loan for productive livestock, equipment aand crop production, and desires 
to produce some meat birds, funds may be included in the loan for that pur- 
pose. On the other hand, loans are not made to farmers who are producing only 
meat birds. 

With respect to the making of loans to commercial poultrymen for egg pro- 
duction, the agency has followed the policy that loans may be made to those 
applicants who (1) have a background of successful experience with a poultry 
egg-laying enterprise either as an owner, manager, or in some other capacity 


PROBLEMS IN THE POULTRY INDUSTRY 155 


which would enable them to obtain the required experience; (2) have or can 
obtain on their own, or with the assistance of the Farmers Home Administration, 
sufficient resources necessary to carry out a sound poultry enterprise; and, (3) 
are able and willing to carry out the improved practices considered by responsible 
poultry specialists to be essential to the poultry enterprise. 

The Farmers Home Administration does not anticipate any changes in the 
policy expressed above for the financing of meat birds and commercial egg pro- 
ducing enterprises. 

The Federal Housing Administration 


The Federal Housing Administration makes no direct loans for financing poul- 
try production. It is authorized to insure loans when funds are used for con- 
structing laying houses. These have been eligible for this type of insurance 
since the inception of the Federal Housing program about 1934 or 1935. This 
agency also insures certain paper, when requested by banks or other lending 
institutions, that represents a loan made for the purpose of financing equipment 
used on a farm such as a milk cooler, for example, in the case of a dairy farm; 
or Similar type equipment usable on a poultry farm or in poultry production. 
Statistics on the amount of loans guaranteed with respect to equipment or im- 
provements related to poultry operations are not available. 

Veterans’ Administration 

There is some financing of agricultural enterprises by Veterans’ Administra- 
tion. This is not important, however. Since the Servicemen’s Readjustment 
Act was enacted in 1944, the Veterans’ Administration has insured or guaran- 
teed (it makes no direct farm loans) about 70,000 loans aggregating about $276 
million. These figures, however, include repeat loans—for example, a loan that 
is renewed will count as a second loan, Thus, the number indicated above does 
not represent 70,000 individuals. As of February 1957, the Veterans’ Adminis- 
tration had outstanding guaranties on about 24,000 farm enterprise loans total- 
ing about $122 million. No data is available on the extent to which guaranteed 
loans have been used for poultry production. 
lhe production credit associations 


The production credit associations undoubtedly extend credit to finance poul- 
try production including both broilers and eggs; however, the Farm Credit Ad- 
ministration does not ask production credit associations to report the purpose 
for which loans are made. Production credit associations loans are primarily 
for operating purposes. The security offered is a chattel mortgage or other 
non-real-estate security. In short, there is no data concerning credit extended 
production credit associations in the poultry field or in other specific agricul- 
tural endeavors. Cooperative associations get credit from the bank for coop- 
eratives—when needed. The banks for cooperatives do not obtain information 
from cooperatives as to the use of funds borrowed which would enable us to 
obtain statistics within the poultry industry. 

Small Business Administration 
No loans have been made for broiler or egg production. 


SUMMARY 


Change in our economy is not new. Many groups remaining status quo have 
rapidly become dormant figures of the past. Not so with the broiler industry. 
It has made changes including the development of integration in various forms 
and degrees comparable to the changes that have taken place in other segments 
of our national economy. The broiler industry can take a great deal of pride in 
its aggressive leadership, progress, and stimulating competitive attitude which 
has resulted in better living for America. 

Integration is one of many technological changes. These changes have brought 
about adjustments in production, marketing, and consumption. In addition to a 
painful adjustment process, the broiler industry has been faced with the same 
cost-price squeeze common to all agricultural commodities. The combination of 
these two factors—technology and the cost-price squeeze—has resulted in a very 
tight economic situation for the broiler producer. 

Financing from sources other than the producer has stimulated production 
by people otherwise unwilling or unable to take the necessary risks. Excessive 
production has resulted in greatly reduced consumer and producer prices. Pres- 
ent producer prices leave minimum, or negative, margins for labor involved and 
the risks taken. The producer can expect the opportunity to profit from these 
risks only if he assumes them. 
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Several solutions or combinations of solutions have been proposed. No one 
solution is recommended as the final answer. All are recommended for an 
impartial consideration of their effect on producers. 

1. Independent producers and those with contracts which permit maximum 
management control on the farm have the potential of realizing the maximum 
long-range returns. Contracts with management incentive clauses, such as feed- 
conversion factors, make possible greater returns to the capable producer. 

2. Private financing, rather than contract financing, may place the producer in 
a more competitive buying position for chicks, feed, and so forth, thereby making 
possible reduced costs. 

3. Cooperative action by independent producers may enable them to better 
produce and market their broilers. Cooperative integration maintains the right 
of independent action by the growers, yet provides for many of the efficiencies 
developed through corporate integration. 

Contract growers may be able to improve their contracts through cooperative 
action. 

4. Suggestions have been made that corporate-type broiler integration is a 
planned combination in restraint of trade, consequently in violation of the 
Sherman Antitrust Act. There is little evidence of existing barriers between 
the major producing areas and the primary markets. Likewise, little concrete 
evidence has been brought forward to support the contention that there is 
restraint of trade. 

Broiler production, in the last decade, has become a greatly expanded and 
highly respected business. The fryer was once a delicacy reserved for a limited 
few. Today this delicacy maintains its same enviable position as formerly, but 
it also is fast becoming a staple, highly nutritious protein food available to all of 
our 170 million people in these United States. 

Progress in the broiler industry is growing at a pace equaling or exceeding the 
successful advancements of other agricultural commodities. Integration has 
contributed to the development of the broiler industry. The big problem is to 
determine how producers can obtain maximum advantage from this development. 


Broilers sold, by Divisions and States, 1954 


Total farms | Region, division, and State—Continued 





Region, division, and State: "eporting | , Total farms 
United States__..________ 50, 094 South Atlantic: reporting 
New England: ROR ERs aps nse emin 1, 622 

eis seclio ot ty hi 863 | RII iisich5tnee mai 1, 6386 
New Hampshire__.-~- 336 | District of Columbia_- (°) 
Weteeetie eis ecu 71) \ Irginia -_..----------- 2, Soe 
Massachusetts...._____ 575 | West , Virginia........ 1, 849 
Rhode Island_________ 70 | North Carolina___.__- 2, 927 
Connecticut__.__._____ 908 | South Carolina____ _- 346 
Middle Atlantic : Georgia —__.----------- 8, 245 
ne eee ee 1, 098 i OE - 336 
New Jersev__........ 549 | East South Central: 
Pennsylvania__._____~- 2, 720 Kentucky_—----------- 358 
East North Central: Tennessee___-------- - 49% 
Bled oft fii 1 1. 461 | NO ice isnacentnie’ 1, 8&4 
Reetaats de 8 sir tin sin) |) 2, 268 Mississippi ae be 237 
teeter 9 eis is ce Pe! 52-4 | West South Central: 
Michigan_________.___ 640 Arkansas_-_---------- 4, 018 
Wisconsin._._.__.____. 502 DN ie ass eit 530 
West North Central: Oklahoma etnnekeplnaeey x 362 
Minnesota____________ QAQ) | T exas slesleaiesetentesienientetententeseseten 3, O64 
lowa...... 929 Mountain : 
Sie) oes j vet 1, 330 POE B IG ccm esrnmrine: a 
North Dakota_________ 17 ee ithaeererr enone 96 
South Dakota_________ 32 | Vyoming Seer rene nen 12 
Nebraska 187 ONIN its ss Bieeecacnl Si 
Maviense ool. 0212. 110 | New Mexico__-------- 17 
Pacific : y RI vecenuehcirnteeiannel 31 
Washington__________ 682 | Utah_--__-----------. 172 
Oregon hel seve apples es 974 | Nevada___ moe oo as aw ee any 10 
Californias) sicesseus 2, 230 


1 Not available. 
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Broilers sold, by divisions and States, 1954 


























Percent reporting | 
Region, division, and State | Number sold | Value 
| Less than 8,000 to | 40,000 or | 
8,000 | 39,999 | more | 
United States - -- ‘ ‘ 43.9 48.0 8.1 | 796,207,023 | $558, 452, 858 
New England: | 
Maine 2 18.4 56.9 | 24.7 23, 828, 960 21, 151, 029 
New Hampshire-_- 55.1 | 42.0 | 3.0 | 3, 767, 414 3, 233, 581 
Vermont 50.7 | 42.3 7.0 926, 125 | 683, 575 
Massachusetts- --. : 59.5 29.7 | 10.8 | 10, 726, 535 | 9, 023, 081 
Rhode Island_.- 57.1 | 35.7 | ion | 821, 315 | 760, 020 
Connecticut 41.0 | 46.4 12.7 | 16,639, 163 15, 780, 105 
Middle Atlantic | 
New York 68.0 4.6 11, 152, 396 | 10, 900, 425 
New Jersey 70.3 5.8 | 6, 564, 152 7, 751, 769 
Pennsylvania 67.1 | 5.0 27, 062, 981 23, 425, 295 
East North Central: | 
Ohio 63.9 32.3 | 3.8 | 13,631,994 | 11,157, 964 
Indiana 54.0 41.0 5.0 27, 416, 936 20, 294, 065 
Illinois 70.8 24.5 | 4.7 4, 324, 837 | 3, 472, 695 
Michigan _. 83. 4 15.0 | 1.6 3, 587, 759 3, 150, 109 
Wisconsin 48.0 43.8 8.2 | 8, 372, 075 | 8, 207, 800 
West North Central | 
Minnesota 70.0 20.8 9.2 | 2, 503, 049 2, 092, 963 
lowa 87.6 12. 4 | | 949, 715 860, 500 
Missouri 45.9 45.7 | 8.4 | 18,413,839 | 11, 906, 627 
North Dakota 66.0 10.6 23. 4 | 701, 500 517, 282 
South Dakota 68. 8 a | 143, 850 136, 960 
Nebraska 73. 7 5 7 2, 174, 930 1, 503, 820 
Kansas 67.3 7 841, 460 | 575, 665 
South Atlantie | 
Delaware 16.4 63. 3 20.3 64, 684, 639 | 42, 565, 061 
Maryland 27.1 56. 1 16.8 45,047,203 | 30, 365, 865 
District of Columbia 1) (‘) (‘) (‘) | re) 
Virginia 57.9 35.8 6.3 33, 891, 926 22, 754, 318 
West Virginia 57.8 40. 0 2. 4 | 16, 619, 422 | 12, 330, 506 
North Carolina 51.5 40.7 7.8 | 38, 981, 830 24, 460, 560 
South Carolina 37.9 57.2 4.9 4,777, 016 | 3, 477, 778 
Georgia 35. 5 58.8 5.7 123, 410, 242 | 77, 167, 969 
Florida 31.8 53.9 14.3 6, 839, 427 | 4, 451, 401 
East South Central | 
Kentucky 24.4 71.4 4.2 | 5, 818, 230 | 4, 088, 968 
Tennessee 37.6 57. 7 4.6 6, 232, 725 | 3, 904, 565 
Alabama 18. 1 69. 4 12.5 | 41, 233, 269 | 24, 833, 738 
Mississippi 29. 9 53. 0 17.1 31, 801, 716 | 18, 769, 243 
West South Central: 
Arkansas 33.8 49. 5 6.7 65, 001, 090 39, 243, 371 
Louisiana 27.0 67.9 5.1 | 7, 241, 305 | 4, 860, 498 
Oklahoma 37.0 53.3 9.7 6, 051, 598 | 3, 944, 712 
Texas. __- 27.6 64. 5 7.8 | 82,121,633 35, 220, 962 
Mountain: | 
Montana 100. 0 6, 500 | 5, 877 
Idaho , 68.8 26. 0 5.2 844,540 | 680, 060 
Wyoming 100. 0 21, 000 | 20, 500 
Colorado 36. 8 46. 0 17.2 1, 596, 450 | 1, 227, 660 
New Mexico 100. 0 58, 000 | 61. 250 
Arizona | 67.7 32. 3 227, 625 | 178, 635 
Utah 70.9 20.3 8.7 2, 057,010 | 1, 679, 880 
Nevada 100. 0 16, 500 | 19, 000 
Pacific | 
Washington 62.7 29.4 7.9 5, 878, 894 
Oregon 54.0 40. 1 5.8 2, 834, 040 
California 42.8 45.1 12. 1 36, 841, 217 





1 Not availabl 


Mr. Brown. The committee will now stand in recess subject to the 
call of the Chair. 


(Whereupon, at 1:15 p. m., the committee recessed to meet at the 
call of the chairman. ) 


x 





